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Better Products  Greater Trust Co-Existence and Co-Prosperity

Since its establishment, Funai Electric has built considerable trust in the consumer electronics field by
providing superior electronic goods with a focus on functionality and by promoting Funai product cost-
performance.,

Qur unique production system, the "Funai Production System,” our technical strength in mechatronics
and our optimized global production/sales system, in addition to a slim corporate profile and speedy
management, are vital management resources that have been nurtured throughout the company's
history. Funai believes that these resources will become our greatest assets as we battle for survival
in an increasingly competitive industry and during the increasing promulgation of digital/T
technologies.

Funai Electric's desire is 1o bring the entire Group together, improve quality, delivery and cost even
further, and provide the world with products that meet the demands of the times.
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] inancial Highlights

FUNAI ELECTRIC CO., LTD. and its Consolidated Subsidiaries

(Millions of yen) (Thousands of U.5.dollars)

2007/3 2006/3 2007/3
Financial Year :

Net Sales ¥396,712 ¥360,885 $3,360,542

Operating Income 20,766 23,305 175,909

Net Income (loss) (3,666) 21,596 (31,055)
I Per Share (yen and U.S.dollars) : I

Net Income (loss) ¥(107.01) ¥620.02 $(0.91)

Cash Dividends 55.00 55.00 $0.47
| Enci of Financial Year: l

Net Assets ¥187,362 ¥198,205 $1,587,141

Total Assels 272,811 288,524 2,310,978

Number of Employees 3,319 4,025 -

Note-1 The exchange rate of ¥118.05=U.5.51.00 (as of March 31, 2007 in the Tckyo foreign exchange market) is used for the abave calculations.
Note-2 The figure for total number of employees does not include those employees of autsourced production facilities located in China.
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The electronics industry is now facing a time of extremely volatile
changes and intense competition is unfolding globally in the
digital home appliance market. As the role of market impetus
rapidly moves from DVDs to flat-panel TVs, the business
environment is becoming increasingly volatile. The flat-panel TV
has shown increasing global demand while the increased

competition has invited even steeper plunges in product prices.

Based on our independently developed production improvement
system F.P.S. {Funai Production System), Funai and the entire
Funai Group have come together to construct a new business organization centered on the LCD
(Liquid Crystal Display) TV. As a result, changes in consolidated results for the fiscal year ended
March 2007 included a 9.9% increase in net sales compared to the previous year and a 10.9%

decrease in operating income.

However, Funai Electric's true value has shown through in this environment of volatile price
competition and we have the perfect opportunity to aggressively spread the “Funai" brand throughout
the world. The Funai Group plans to use bold management while maintaining a constant medium/long-

term view to steadily expand Funai's presence throughout the world.
Although the business environment is expected to be volatile for the near term, Funai and the entire

Funai Group will work diligently to improve shareholder value. We ask for continued understanding and

support from our shareholders with regard to Funai's management.

Presidentand CEQO  Tetsuro Funai
July 2007
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New Growth Stage

Management Environment
in the Fiscal Year under Review

Funai created a new business structured
around the LCD TV.

Last year, F nai introduced a new growth strategy
centered on the LCD TV. The Funai Group's
management resources were concentrated on the LCD
TV business in order to achieve growth by accurately
grasping the needs of expanding markets throughout
the world.

In the fiscal year ended March 2007, the explosive
growth in the flat-panel TV market that began around
2005 grew even stronger. On the other hand, the past
year saw rap'd shrinking of the market for CRT TVs,
from which Funai has derived residual income, and
CRT TVs hav:: been replaced virtually worldwide.

Funai has established a plan to raise the number of
LCD TVs sold during the fiscal year ended March 2007
to approximat:ly four times (2,000,000 units) that of the
number sold in the fiscal year ended March 2006
(540,000 units). As a result of this plan, Funai
successfully sold 2,060,000 units and Funai believes
this is the mo:st impaortant point for evaluating the fiscal
year ended March 2007.

With such rapid increases in the number of LCD TvVs
being sold, re iable supply procurement and production
systems mus' be maintained. However, securing the
procurement of LCD panel, that is a vital, has become
extremely dif icult in this rapidly growing market. In
addition to a callaboration with Taiwan's Chi Mei Group,
which includes several of the world-class LCD panel
manufacturers, Funai has also secured procurement
routes throug1 several famous manufacturers and is
working to strengthen its procurement system.

Furthermore, F'unai has worked to organize and expand

its procurement system, beginning with aggressive
strengthening of the Huang Jiang Plant, a Chinese
consignment processing plant, in arder to optimally

position its preduction plants throughout the world.

LCD TV Business Strategy

A subsidiary production company was
established in Poland and expansion of
LCD TV business in Europe continues in
earnest.

In the past, Funai's primary market has been in North
America and primary production in Asia {China, in
particular). As a result, sales have expanded and
income increased. However, Funai was aware of
important business issues, such as the "country risk"
arising from over-focusing on sales in North America
and production in China,

Funai sees the current global spread of LCD TVs as an
important opportunity and is addressing this
management topic. One result of this is Funai's
continuing success in Europe.

In 1980, Funai established a sales base in Hamburg,
Germany, Funai Electric Trading (Europe) GmbH, and
began construction of sales channels in Europe. The
European market had many high hurdles that made
market eniry ditficult for external companies and for a
long time, Funai was unable to overcome these
challenges. However, Funai continued its
advertising/sales promotion strategy to increase
recognition and trust for the "Funai" brand from a
medium/fiong-term perspective. After transitioning from
a sales system that used agents to a direct-sales
system making use of a Funai sales subsidiary last

year, Funai has aggressively worked toward securing

Funai Electric Co., Ltd. Annual Report 2007 o
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major distributors.

As a result, the number of trading
partners has clearly increased
and the number of LCD TVs sold
in Europe now account for
approximately 20% of those sold
by the entire Funai Group.

In the future, Funai expecls rapid expansion of sales to
include Europe's largest retail chains, Carrefour
(France) and Metro AG (Germany). Additionally, plants
at FUNAI ELECTRIC {POLSKA) Sp.z 0.0., a production
subsidiary established in Poland in October 2006, went
online in June 2007 and production capabilities in an
early stage are forecast at approximately 100,000 units
per month, The distribution process from production to
retail sales in the European market was long in the
fiscal year ended March 2007. Funai was unable to
completely compensate for the rapid drop in retail sales
prices and this was a major factor in the decline in
overall profits, However, with lead-time reduced due to
the new Poland plant, Funai will be able to challenge
the European market with a system highly capable of
adjusting to price changes.

Funai plans to approximately double the number of
LCD TVs sold worldwide in the fiscal year ended March
2007 to 4,000,000 units in the fiscal year ending March

@Number of Funai LCD TVs sold 2008. Approximately

4,000,000 600,000 of these
units .
units are planned for
g ' le in the European
// p L sale in the Europ
e market and Funai's
/‘ 2,060,000 .
. /‘ units global expansion
' : efforts will now be
540,000 ! reflected in actual
units sales figures.
L
2006/ 200783 2008/3

{Actual Results} (Actuaf Rlesults)  (Planned)
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Product Development Strategy

Strengthening of DVD-related products in
addition to LCD TVs and solidification of
growth base.

A company's product lineup is not only a source of
sales but also a base for growth. In the near term,
Funai is promoting a growth strategy centering on LCD
TVs and is pouring its strength into the development of
DVD-related products, the markets for which are
expected to expand in connection with the LCD TV
market.

First, the 32" LCD TV is expected to have the greatest
demand within the LCD TV market and as such, Funai
is developing a deep selection of small to medium
sized products and will continue to promote further
sales expansion, Funai will also introduce a wide lineup
of its strangest combination (DVD player-equipped LCD
TVs) from 15" to 37" and will respond to newly arising
needs. A 42" full high-vision product is also planned for
introduction in the American market in Autumn 2007
and will be targeted at the wealthy. On the other hand,
OEMs are forecasted to increase due to dropping
prices, and Funai is planning for an increase in orders-
received and will connect this trend to an actual
increase in world share.

Next, Funai has built up a strong position in terms of
DVD players/DVD recorders sold, with more than a
50% share of the North American market and more
than a 10% share of the world market. However, Funai
will aggressively develop our sales network in Europe
in an effort to further increase world market share.
Funai plans to introduce a DVD player in the end of
2007 capable of playing next-generation "Blue-Ray

discs" as a response to the increasing demand for
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high-quality that has accompanied the spread of large
LCD TVs, in addition to the introduction of DVD

recorders equipped with terrestrial digital tuners,

Medium-Term Vision

Taking a deep look at the future, and
working to improve brand value and
foster technical seeds.

Looking back, the decision to enter the LCD TV
business was made in 2002 when sales of Funai DVD
players were rising rapidly. During the 5 years since,
Funai's LCD TV business has grown to become our
primary business and an impetus for growth in the
entire Funai {Sroup. It was this effort to reconstruct the
Funai business base in order to make the transition
from analog o digital, spanning several years before
and after 200, which made this great leap-forward
possible in such a short time. The prior investment
made during this time has become the foundation of
modern Funa .

Funai has heretofore simultaneous!y promoted plans to
realize currert growth and make future growth possible
and this management method will remain unchanged.
We believe that management that takes a long-term
view of future business risks and opportunities will
support continued corporate development.

Taking a medium to long-term outlook, Funai is
currently pouring its strength inta increasing the "Funai”
brand value and fostering technology seeds.

Last year, |"unai was aggressive in promoting
awareness o' the "Funai” brand and activities in the
United Stat2s included sponsoring a PGA golf
tournament 'the Funai Classic) and advertising at

Yankee Stadi.m during Major League Baseball events.

off the Nexct Value )

Funai marked the start of a strong brand campaign by
signing an exclusive partnership contract with the home
of Major League Baseball pitcher Daisuke Matsuzaka,
the Boston Red Sox, that started from Spring 2007.
With regard to the nurturing of technology seeds, Funai
is now seeing concrete results from the next-generation
technology development projects that it has undertaken
for several years with the Japan Science and
Technology Agency. For example, the announcement
of a next-generation technology that makes use of
optical technology, "OptoNavi" Multi Remote
Controller, the result of joint research with the Nara
Institute of Science and Technology, has garnered
considerable attention. Funai will continue to
aggressively collaborate on projects with the Japan
Science and Technoloegy Agency, and continue
technology and intellectual property development over
the long-term.

It is Funai's sincerest wish that company shareholders

look forward to future Group results.
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{ Began work on serious deveiopment of the Japanese market. 1

In an effort to penetrate the *Funai® brand into the Japanese market, Funai
simultaneously began domestic sales of new products, large-scale advertising
and sales-promotions at the county's largest home appliance retailer beginning
July 2006.

20" and 32" wide-screen LCD TVs went on sale in Japan in July 2006 and in
December of the same year, a new product with the convenient Power Swing
function for 32" wide-screen LCD TVs was introduced:

The Chinese popular musical group "12 Girls Band" was used in advertising as
the new Funai character and advertising was aiso placed in all forms of media,
including magazines and the Internet.

Additionally, Funai created a strong sales channe! by collaborating with
Yamada-Denki Co., Ltd., Japan's largest home appliance volume retailer. The
new “Funai" brand LCD TVs previously mentioned went on sale with co-
promotion by retailers and combined with the "12 Girls Band" image appeal,

have strengthened the "Funai® brand’s position in retail outlets.

("

Established a production
subsidiary in Poland.

In October 2006, Funai established
FUNAI ELECTRIC (POLSKA) Sp.z v.0.,
a production subsidiary in Poland, and
began production of LCD TVs in June
2007. The establishment of this
preduction subsidiary was in response
to a forecasted expansion of sales in the
European market. Activities such as
producing locally to reduce lead-times
and creating a production system that
includes the LCD module process to
make supply of cost-competitive
products possible, are aimed at
expanding Funai's LCD TV business in

\

(

Announced the "OptoNavi" Wulti Remote Controller, the resiult
of joint research with the Nara Institute of Science and Technology.

Funai announced the results of collaborations with institutions such as the Nara Institute
of Science and Technology, and the Japan Science and Technology Agency, at CEATEC
JAPAN 2006, held at Mukuhari Messe in October 2006.

The theme of this joint research has been the "development of optical navigation systems
10 be used in portable information devices." The October 2006 announcement served to
propose and demonstrate the use of a revolutionary muiti-remote control, dubbed the
“OptoNavi”, The OptoNavi uses optical IDs in a device recognition system that allows
users to instinctually control mulliple devices. Devices equipped with appropriate
automatic recognition systems will automatically recognize the remote when it is simply
pointed at the equipment. This technology has great potential in the future.

.
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A monthly production capacity of | Concluded a Partnership Contract

. ) I with the Boston Red Sox.
200,000 LCD TVs wil be realized once 1

the European market.

the 2nd construction piase is completed On February 15, 2007, Funai concluded an exclusive partnership
{planned for 2008) anl it is believed that contract with Major League Baseball team, the Boston Red Sox.
this will further strengthen European Daisuke Matsuzake and Hideki Okajima both play as pitchers for the
market development. Red Sox and the team is aftracting considerable attention both in the

United States and Japan.

The principal details of this contract involve display of the Funai loge
and advertisements, such as displaying the Funai logo alongside the
Red Sox logo on banners and backgrounds in special rcoms when
Japanese Red Sox players give interviews to Japanese mass media.
Funai hopes that this pannership agreement between Funai Electric
and the Boston Red Sox will further establish and increase awareness

of both parties' brands in Japan and the United States.

\ J

4 Poland Ptant {Planned Comoleted Design)

T

. Received FY {2007 Billion Dollar Supplier award T
i from Americdls Wal-Mart. A
LLION DOLL
On February 1, 2007, Funai's sales subsidiary in the United States, Funai P
Corporation, inc., raceived a FY 2007 (February 2006 - January 2007) "Billion Fow

Dollar Supplier® awvard from Wal-Mart, which has the world's highest sales

within the distribut-on industry. This award is given only to those companies

that supply Wal-Mart with more than one billion dollars in goods over a single
year. Of the approximate 61,000 companies with which Wal-Mart does
business, only 26 ¢xceeded this one billion dollar mark and Funai Corporation
Inc., was the only company within the audiovisual equipment field to receive
the award.

Funai Electric Ce.. Lid. Annual Report 2007 o




) erperce Covermana apel CSR |

The Funai Group operates with the utmost awareness of its corporate social
responsibilities. Taking this to heart, the Company promotes a management
approach that always keeps in mind its responsibility towards all stakeholders,
internal and external, ranging from shareholders and customers to vendors,
neighboring communities and employees.

Corporate Governance E

Funai believes that the most important management Company continues to implement an officer system that
theme is to continuously increase corporale value by has been in place since 2002 with the aim of
increasing the soundness and efficiency of its eslablishing a system in which management decisions
management, enable rapid decision making to respond and immediate action can be taken in a flexible manner.
to changes in the marketplace and maintain a highly As of the end of July 2007, there are 12 officers in the
transparent management. Funai Group.

In response to rapidly changing social trends, the
Company adopted a Committee System in June 2005 to
ensure that the Group manages it business in a
dynamic and flexible manner that altows rapid decision
making. As of the end of July 2007, the Funai Group
has 11 directors, of which 7 are outside directors.
Furthermore, the

@5Summary of Committee System 3 3‘§\

Audit
Committee

Nominahion

Committee Officers

Shareholders'
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W mental Activities

The Funai Group acknowledges the issue of the global
environmant as an important management topic and
has established an Office of Environmental Affairs within
the head cffice in order to take aclion in response to
environmental issues. In addition, we are working
towards the acquisition of 15014001 certification (an
international standard for an environmental
managemiint system). Starting with the Dong Guan
plant (Gueng Dong, China), many of the Company's
facilities in and outside of Japan are being certified.

In addition the Company carries out activities that aim
to protect the global environment as outlined in the

m lectric's "Environmental Charter"

( Basic P”i!osophy )

Under the Company Motto which is "to make better
products, build greater trust, and establish a more
meaningfu coexistence with society,” we at the Funai
Group promise to implement business activities that
consider taeir environmental consequences with the
understancing that every single employee is responsible
for protecting the global environment. Funai is working
to realize ¢ coexistence between nature and society by
providing simple, high-quality products to customers,
effectively using resources, eliminating waste and
reducing environmental burden.

tion‘Security Activities

Funai has ‘become aware of the increasing dependence
on information systems in business trading. After
determining) that it is the Company's duty to stakeholders
to provide information security, Funai worked to create an
information security management system.

On November 15, 2005, Funai's Information Security
Division raceived both Britain's information security
management system certification, "BS7799-Pan2:2002"
and Japan's certification, the "Conformity Assessment

Environmental Charter. As part of these activities, we
are aiming to increase the recycle rate to comply with
the Electric Appliance Recycle Law. In June 2005, we
also participated in the "Team Minus 6%*" campaign, an
effort to aggressively curb greenhouse gas emissions.

'

*The Kyoto Protocol which the world cooperated in making
and aims for a resoclution to the serious global warming
problem was put into effect in February 2005. Japan's
promised goal to the world is "reducing its greenhocuse gas
emissions by 6%." The "Team Minus 6%" campaign is a
national project to realize this geoal.

- . . ™
.. Environmental Policies |

1. Ensure management compliance (statute
compliance).

2. Voluntarily remove dangerous materials and provide
environment-friendly products.

3. Establish design targets that keep the environment in
mind and provide earth-friendly products.

4. Promote improvement activities to achieve zero
emissions.

5. Establish necessary environmental targets and
conduct on-going improvements with regular reviews.

6. Educate all employees about the environment and
work to improve the environment.

Scheme for Information Security Management Systems
(Ver.2.0)."

Additionally, in November 2006 Funai's Information
Security Division also received both the international
information security management system standard,
"ISONEC 27001:2005," and the domestic standard, “JIS
Q 27001:2006."The Division now uses the new standards
and will continue to make further improvements in their
standards in the future.

Funai Electric Co., Ltd. Annual Report 2007 o
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Basic Management Policy

Based on the company policy of: "better products®,
“greater trust” and "co-existence and co-prosperity®, our
basic management policy aims to achieve mutual
prosperity with our stakeholders by building a firm
retationship of trust through a more efficient
development/production/sales system and stable supply
of high-quality products at affordable prices.

Basic policy concerning profit disrributioﬂ

Funai Electronic acknowledges that providing return to
sharehclders in connection with the distribution of profit is
one of the most important management issues and while
planning the strengthening of its management, Funai
Electronic places its basic policy on the distribution of
dividend at a stable level to shareholders. The basic
measure of 1.0% Consolidated Dividend on Equity Ratio
is used as a concrete criteria, and the results of
operations and its environments are taken into
consideration in order to further implement an aggressive
dividend policy.

Based upon the policy described above, term-end
dividends for the fiscal year ended March 2007 were set
at 55 yen per share (annual dividends of 55 yen).
Regarding retained eamings, we further strengthen the
constitution of management by appropriating its financial
resources in order to maintain future stable shareholders
profits and develop its mid-to long-term business
strategies.

At the meeting of the Board of Directors held on June 5,
2008, it was resclved that the Company will purchase its
own shares (up to 400,000 shares or 5 billion yen) in
order to allow the management to carry cut capital
policies with agility in response to changing business
situations. The Company has purchased 309,400 shares
of its common stock at ¥3,121 million by March 31, 2007
(total of 2,010,535 shares or 5.9% to the cutstanding
issued shares excluding treasury stock as of the end of
March 2007).

m Funai Electric Co., Ltd. Annual Report 2007
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FUNAI ELECTRIC CO., LTD. and its Consolidated Subsidiaries

Issves and Medium-term
Management Strategy

Rapid product development has become vital in the
electronics industry due to new consumer needs arising
from the spread of digital products and the trend of ever-
shortening product lite-cycles. Additionally, price
competition is intensifying with the rise of Asian
manufacturers, particularly in China.

In such an environment, the Funai Group's current issues
and measures against these are as follows.

@ Active development and reinforced production
system for digital products

With the aim of intensifying its business activities in the
field of digital products, Funai has pursued industrial links
with partners such as Mitsubishi Electric {collaboration on
DVD related products}, Eastman Kodak (collaboration on
digital still cameras) and Thomson Group
(comprehensive business alliance in the digital TV field
including exclusive licensing of certain patents and joint
development). In FY March 2007, Funai formed an
alliance with the Chi Mei Group of Taiwan with the
intention of securing a stable supply of TFT-LCD panels
for TVs making stable procurement of LCD panels
possible, and introduced TVs ranging from 15" to 37" in
hoth domestic and overseas markets. In addition, efforts
are being made to expand future capabilities in elemental
technology through collaboration with academic institutes
such as Kyoto University (joint collaboration on
construction of next-generation optical disk system) and
the University of Electro-Communications (framewaork
agreement for collaboration on digital products).

Funai will continue to further strengthen its product
development system centered on the digital product field,
based on improved technological capability through
human resocurce development, business alliance,
academic alliance and possibly M&A.

@ Avoid country risks

Funai Group's overseas sales constitute a large portion of
its overall figure, especially that of North America. In
order to disperse the risk associated with the current
situation, our European sales subsidiary FUNAI EUROPE
GmbH has established branch offices in London and
Warsaw in July and October 2005 respectively, and in
Paris in July 2006, thereby expanding its sales network.
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Combination LCD TV / DVD Player P
{20-inch)
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Further, "Funai" brand LCD TVs went on sale in the
domestic market following a tie-up with Japan's largest
appliance retziler Yamada-Denki in July 2006, in addition
to the strenglhening of Funai subsidiary’s DX Antenna
Co., Litd.'s sales system. There are also plans to enter
new emerging markets such as India and Russia.

In terms of preduction, the Funai Group is working to
improve the price competitiveness of Funai products by
concentratin) preduction in strategic locations and
through volurie purchases. However, there is a strong
dependence on China for production. Therefore, the
Funai Group selected Poland as a strategic production
location. In {ctober 2006, the production subsidiary
FUNAI ELECTRIC {POLSKA) Sp.z 0.0. was established
in Nowa Sol, I’0land and production of LCD TVs began in
June 2007.

@ Maintain,'enhance competitive edge

In order to maintain and enhance our competitive edge,
the Funai Group has been working to further promote
cost cuts throcugh the F.P.S. (Funai Production System),
as well as increasing in-house production of key parts
and components, and enhancing its buying power. In
addition, we are working on further improving the
relationships ~e have with globally competitive retailers
companies and our OEM partners, and constructing the
optimum marketing mix of proposal-based sales by

establishing the “Funai” brand.

Business Performance

Business environment: In the Funai Group's primary
market, the United States, individual consumption grew
steadily. However, depression in the housing market
reflected a slowdown in the business environment. In the
European region, an economic recovery was seen in
Germany and France with increasing exporits and
consumption, and England continues to transition well. In
Asia, the business environment transitioned well,
centered mainly on China where rapid growth continues.
In Japan, the slump in individual consumption continued
but increases in corporate income, primarily in the
manufacturing sector, and expanding demand caused
capital spending to transition positively and represented a
modest recovery. The electronics industry saw expanding
worldwide demand for LCD TVs and plasma TVs in FY
March 2006. Qverall, though, the business environment
continued to be difficult, with product prices being rapidly
driven down by increasing competition.

Net sales: The Funai Group has worked to develop and
expand sales of LCD TVs and DVD-related products. As

®Net Sales @®Operating income @Net income
450,000 (¥ miltion} 40,000 (¥ million) 30,000 (¥ million)
400,000 396,712 25723
383,03 3800 s34 25,090 :
360,885
350,000
it ] 30,000 21 596
20,000 TN
300,000
25,000
250,000 23305 15000 |
20,000
200000 | 10,000
15,000
150,000
5,000
10,000
100,000 10000 |
50,000 5,000 _° | g
0 0 -5,000
-3,666 —— I
March{5 March'06 March'07 March'05  March'08  March '07 March'05  March'06  March ‘07

Funai Electric Co., Ltd. Annual Report 2007 0




a result, net sales of digital products, such as LCD TVs
and DVD-related products, have grown. On the other
hand, net sales of analog products, such as CRT TVs
and VCRs, have fallen due to the effects of a shrinking
market. As a result of these factors, net sales totaled
396,712 million yen, a 9.9% increase compared to the
previous period.

Operating income: Amidst increasing sales volume
caused by an aggressive sales expansion policy, selling,
general and administrative (SGA) expenses were
maintained at the same standard as the previous period
{12.0%) thanks to efforts to reduce costs. However, the
rapid drop in selling prices has caused a relative increase
in the cost of goods sold and a worsening of profitability.
As a result, operating income totaled 20,766 million yen,
a decrease of 10.9% compared to the previous pericd,
and the operating income to net sales ratio decreased by
1.3 points to 5.2%.

WNet income: 19,184 million yen heretofore appropriated
as "suspended payments of income taxes" were
accounted for as "prior year's adjustments” last year,
resulting in a net deficit of 3,666 million yen for FY March
2007. This accounting is in accordance with the Auditing
Standards Commitiee Statement No. 63, "Account
Processing of Auditing and Notation Related to Taxes"
However, had the accounting been made via the method
previously used, net income (before deducting prior

lanager ent discussion and analysrs
FUNAI ELECTRIC CO LTD. and its Consolldated Subsidiaries

year's adjustments) would have been 15,518 million yen,
a 28.1% decrease compared to the previous period.

Note: The above appropriated 19,184 million yen in prior year's
adjustments was a supplementary tax (including penalties) assessed by the
Osako Tax Administration for the three-year peried from the fiscal year
ended in March 2002 to the fiscal year ended March 2004. The
supplementary tax assessment waos based on the Osaka Tax
Administration’s decision that the Funai Hong Kong subsidiary did not meet
the conditions for exclusion under the tax system for dealing with tax
havens. The previous appropriation of funds as "suspended payments of
income toxes" was treated as such because of Funai's belief that this is an
inappropriate tax assessment based upon mistoken facts. As such, Funai
has filed an appeal with the Osaka Tax Administration. Currently, Funai is
proceeding with a request for review and o lawsuit, and will continue o

assert the correciness of its position.

Performance by Product Category

@ Audiovisual Equipment

Main product lineup: Funai produces and sells mainly
digital devices including DVD-related products and LCD
TVs. In DVD-related products, Funai has been producing
DVD recorders since March 2004 in addition to DVD
players. Funai is developing a broad lineup of LCD
televisions, including 15", 20", 26", 32" and 37" models. In
an effort to strengthen Funai's LCD TV lineup, 26", 327,
and 37" models were released in overseas markets and

@Cost of sales / @SGA expenses /
Cost of sales to net sales SGA expenses to net sales @®Operating income fo net sales
500,000 (¥ milfion) (%100, 75,000 {¥ million) (%} 15 12 (%)
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Funai added nne 20" mode! and two 32" models in the
domestic lineup. In addition to these efforts to meet broad
consumer neads, a LCD TV/DVD player combination
model was int'oduced. Funai also supplies a wide variety
of non-TV products, such as a terrestrial/BS/110°CS
high-definition tuner capable of receiving terrestrial digital
broadcasts.

Performance results for the current term: Sales of
analog equipment such as VCRs and CRT TVs fell due to
the effects of a shrinking markel. Sales of LCD TVs, for
which global demand is expected to grow, and DVD
recorder-relatad products grew in North American and
Europe. As a result, net sales of video equipment total
276,911 million yen, a 17.6% increase (a 41,446 million
yen increase) sompared to the previous period.

@ Informatian Equipment

Main product lineup and new products for the current
term: In adcition to inkjet printers and laser beam
printers, Funai has also been producing OEM-based
digital still caneras since April 2004 in the information
and communications equipment category. From 2003, we
have formed ctrategic alliance agreements with our OEM
partner and have shifted our focus from popularly priced

@Sales coraposition by

4 LCD TV (37-inch)

ln.-m - ‘\

#J}

) S
A HDD / DVD Recorder

inkjet printers to high-end models, developing and
releasing new products into the market. Further, as a
product related to digital still cameras, Funai has been
developing sublimation photo printers with the aim of
improving product synergies.

Performance results for the current term: Digital still
cameras remained virtually unchanged but sales of
printers fell due to the effects of increasing compstition.
As a result, net sales of information equipment totaled
93,296 million yen, a 2.8% decrease (a 2,654 million yen
decrease) compared to the previous period.

@ Others
Other net sales tolaled 26,503 million yen, a 10.1%
reduction {2965 million yen) compared 10 the previous
period, due to reductions in receiver-related electronic
equipment.

Performance by Region

Progress by region; Funai is working towards raising the
awareness of the "Funai Brand". In North America, our
main market, Funai is working to strengthen brand appeal
in the United States and in Japan by concluding an
exclusive partnership contract with the Boston Red x,

product category (MUFCh '07) ®Sales by product category
— Infarmation N
Equipment @Audiovisual Equipment :)Information Equipment Qomers
23.5%
- Others 29,484
6.7% -
Audigvisual March ‘05 ) 383,034
Equipment \
69.8% 29,468
}
March '06 360,885
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N
March ‘07 396,712
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home of popular Japanese Major League Baseball
pitchers Daisuke Matsuzaka and Hideki Okajima, in
addition to strengthening its ties with leading retailers. In
Europe, Funai has created new business relationships
with powerful retailers such as Eurcpe's largest retail
chain, Carrefour {France), and Metro AG {Germany).
Additionally, the foundation for expanding sales was
created with the establishment of a production subsidiary
in Poland where products for the European market will be
produced. Funai is also making preparations for its entry
into the emerging markets such as Russia with TV and
DVD-related products. In these regions, the "FUNAI"
brand will be promoted as the product brand, with the aim
of increasing brand recognition,

Performance resuits for the current term: While the
market for analog equipment such as VCRs and TV/VCR
combinations shrank in North America, there was
considerable growth in the market for LCD TVs and DVD
recorder-related products. In Europe, sales of audiovisual
equipment, centering on LCD TVs, grew. On the other
hand, net sales fell in Asian markets, including Japan,
and other overseas markets. As a result of these factors,
net sales in the North American market totaled 277,103
million yen, a 9.5% increase (a 23,941 million yen
increase) compared to the previous period. Net sales for
the European market also grew to 67,273 million yen, a
40.2% increase (a 19,289 million yen increase). Net sales
in Asian markets, however, totaled 8,637 million yen, a

@5ales composition

R | o . ‘ o |
anagement discussion and analysis
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40.3% decrease (a 5,832 million yen decrease)
compared to the previous period, and net sales in other
markets totaled 5,326 million yen, a 9.2% decrease (a
538 million yen decrease) compared to the previous
period. Net sales in Japan fell to 38,365 million yen, a
2.6% decrease (a 1,340 million yen decrease) compared
to the previous year.

Financial Condition

Assets: Current assets totaled 178,771 million yen, a
28,484 million increase compared to the previous period.
Although notes and accounts receivable, and inventories,
remained virtually unchanged, cash and cash equivalents
rose by 24,733 millicn yen. Investments and advances
increased by 22,675 million yen from the previous period
to 67,206 million yen. The primary reason for this was
that there was marginal change in long-term loans
receivable while securities and other investments
decreased by 19,965 million yen compared to the
previous period. Property, plant and equipment fell by
1,447 million yen compared to the previous period to
17,953 million yen. Primarily as a result of this, machinery
and equipment grew by 4,949 million yen compared to
the previous period while accumulated depreciation also
increased by 6,998 million yen compared to the previous
pericd. Although 19,184 million yen was appropriated as

by region (March '07) @Sales by region
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suspended psyments of income taxes as of the end of
the previous period, these funds were accounted for as
prior year's adjustments at the end of the current period.
As a result of these factors, total assets totaled 272,811
million yen, a 15,713 million yen reduction compared to
the end of the arevious period.

Liabilities: Current liabilities decreased by 1,750 million
yen from the previous period to 74,746 million yen as a
result of a 20,329 million yen decrease in short-term
borrowings ani despite a 17,283 million yen increase in
accounts payaole. Additionally, long-term debt, retirement
benefits o employees and long-term deferred tax
liabilities fell by 724 million yen, 150 million yen and 2,032
million yen, raspectively. As a result, total liabilities
totaled 85,443 million yen, a 4,870 million yen reduction
compared to tte previous period.

Net assets: Shareholders' equity decreased by 8,608
million from the previous pericd to 179,654 million yen
due to decreases in retained earnings and increases in
treasury stock. Valuation and translation adjustments
decreased by (1,282 million yen compared to the previous
peried to 7,327 million yen due to decreases in net
unrealized ho ding gains on other securities. Minority

MO HfIvE DvDsLR FLarhd
- T
A DVD Player

interests rose by 47 million yen compared to the previous
period to 381 million yen. As a result of these changes,
net assets totaled 187,362 million yen, a 10,843 million
yen reduction from the previous period.

]
Cash FIowJ

Net cash provided by operating activities totaled 46,508
million yen due to a 2,473 million yen decrease in notes
accounls receivable, a 14,129 million yen increase in
accounts payable and prior year's adjustments of 19,184
million yen, despite the appropriation of 3,666 million yen
as a net loss. While 5,583 million yen was made in
payments for purchase of property, plant and equipment,
this was offset by 10,260 million yen in proceeds from
sales of investments in securities, The result of this offset
was 3,039 million yen in net cash provided by investing
activities. Net cash used in financing activities totaled
26,564 million yen due to a 20,896 million yen decrease
in short-term borrowings. As a result of these cash flows,
cash and cash equivalents at the end of year totaled
83,321 million yen, a 24,733 million yen increase
compared to the previous period.

ONet assets / @Cash and cash equivalents
@®7Total assets Shareholders' equity ratio ot end of year
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lobal Network / Directory

Funai Europe GmbH {Germany}

Funai {Thailand} Co., Ld. (Thailand) Funai Electric {Malaysia) Sdn.
Bhd. {Malaysia)

[ Directory | M
CHUGOKU FUNAI ELECTRIC CO., LTD. (JAPAN)

FUNAI ELECTRIC (H.K.} LTD. {HONG KONG)

Places of Business, Research Center Consignment manufacturing plants
TOKYO BRANCH (JAPAN) DONG GUAN PLANT1,2,3 (CHINA)
(FUNAI TOKYO TECHNOLOGY CENTER) HUANG JIANG PLANT (CHINA})

ZHONG SHAN PLANT 1 (CHINA)
ZHONG SHAN PLANT 2 (CHINA)
H.F.T. INDUSTRIAL LTD. (HONG KONG)
FUNAI ELECTRIC (MALAYSIA) SDN. BHD. {MALAYSIA)}
FUNAI (THAILAND) CO., LTD. (THAILAND)
FUNAI ELECTRIC (POLSKA) Sp.z 0.0.
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Funai Electric Co., Lid.
Tokyo Branch {. apan)

Sales Subsidiaries

DX ANTENNA CQ., LTD. (JAPAN)
FUNAI CORPORATION, INC (U.S.A)
FUNAI EUROPE ¢imbH {(GERMANY)

Development Subsidiary
FUNAI ELECTRIC ADVANCED APPLIED
TECHNOLOGY RESEARCH INSTITUTE INC. {JAPAN)

Affiliated Subsidiary
FUNAI SERVICE 2O, LTD. (JAPAN)

Funai Corporation, Inc. (U.5.A}

A total of four companies in Japan and eight overseas are
included in the Funai Group's consolidated business results

_tor March 2006 period. In addition, the Group has two

ovérseas affiliates that are both accounted for by the equity

- methed. Funai Electric Co., Ltd. is mainly responsible for the

intangible aspects of the Group’s operations (development,
design, etc) while the subsidiaries undertake the tangible
aspects (production, sales, etc).

Funai's manufacturing operations are characterized by global
procurement and a global production system. The company
currently operates manufacturing facilities in three countries:
China, Malaysia and Thailand. In China, production of our

leading digital devices is shared among the Dong Guan,

Huang Jiang and Zhang Shan plants. Production of audio and
video equipment such as large-screen televisions in Thailand
is rjéhdled by Funai (Thailand) Co., Ltd., which was
es}ablished in July 2003. Qur Malaysian plant, which has the
longest history of all our overseas plants, mainly produces
televisions (combination TV/VCRs).

The plants in China (commission), Malaysia and Thailand
employ a total of 18,069 persons, while the overall Group
employs 20,036 persons (both figures as of March 31, 2007).
Funai’s well-established global sales system consists of the
overseas subsidiaries Funai Corporalion Inc. {(USA), Funai
Europe GmbH {Germany) and DX Antenna Co., Ltd. (Japan).
Domestic sales systern has been integrated into DX Antenna
since the transfer of business from Funai Sales Co., Ltd. to
the company.
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Consolidated Balance Sheets

FUNAI ELECTRIC CO., LTD. and its Consolidated Subsidiaries

[ U S UUUUT——

(Thousands of
U.S. dollars)
{Millions of yen) (Note 3)
March 31, March 31,
2007 2006 2007
ASSETS
Current assets:
Cash and cash equivalents (Note 2)...vovevvvieerirriiniiieccci ¥ 83,321 ¥ 58,588 $ 705811
Short-term INVESTIMENTS (NOte 4} .eneeeeneeeieriesisicsnesremssissssstsersreersas 278 297 2,355
Notes and accounts receivable .....oooooeiiniieiinecrvereseeae 49,024 49,416 415,282
IOV EIES (NOEE §)unenremeereereassasaseerssessrassartsenessonsossnneseeessssnsansnees 35,045 34,453 296,866
Deferred tax assets (Note 12} ..ioemiiiricioioisenersssessesrreensissessessens 3,173 2,927 26,878
O rher CUITENT ASSELS (NGE 2 vereerinrerresrureerssreessrsnresssssesessmsivssesenses 8,501 5,200 72,012
Allowance for doubtful accounts ......coeeevvivenniee (571) (594) (4,837)
Total CUTTENE 556TS ...cviinirierivsriiserrrsnresieeeanearsessesseesnenssssnenes 178,771 150,287 1,514,367
Investments and advances:
Investments in and advances to unconsolidated subsidiaries
aNd AfFlATES . i 2,922 6,211 24,752
Securities and other investmMents MNote 4) v.vvereerrerreremrenremreereeennnn. 16,545 36,510 140,152
Long-term loans receivable........ouoiiiviiiiiineiinin 47,739 47,160 404,396
67,206 89,881 569,300
Property, plant and equipment, at cost:
Land oottt se et s st et srr e e s n st r e et se s et sseans 5,260 5,068 44,557
Buildings and Structures.......coveivenimisveiecne s 13,254 13,095 112274
Machinery and equipment ... 67,128 62,179 568,640
CoONSIIUCLION IN PIOGIESS ..vivivirieinseirriresiiemsierarisansissasssasesrerass 297 46 2517
85,939 80,388 727,988
Less: Accumulated depreciation..........c.coovininniniciicnnennne (67,986) (60,988) (575,908)
17,953 19,400 152,080 |
|
Patent rights........c.ooviiiiiiiiiii e 5,217 6,137 44,193
Suspense payments of income taxes (Note 12).......coceieireernrannnncs — 19,184 —
O hEr ASSCES......ooccviiecerierreveeeeeeeeestesiteeisresssreasseeensarannessarasesares 3,664 3,635 31,038
Total ASSELS .....ooreoeiiiiiiiiiiiriiritsrisressrrne s sneesaeeaeeaennrinnesaesaannnte ¥ 272,811 ¥ 288524 § 2310978
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LIABILITIEY AND NET ASSETS

Current liabilities:

Short-term borrowings (Note 7).vuvcuciieiiiisniiincin e
Current portion of long -term debt (Note 7)....vvvovrvevriievnriccicneneee

Accounts payable ...............
Accrued income taxes..........
Accrued bgnuses .....cc.ooo....
Other currenc liabilities .......

Total current liabilities ....

Long-term di:bt (Nate 7) ...........

Retirement benefits to employees (Noce 8).....covccvvrivicniirinieninienans
Retirement benefits 10 diteCtors.........ccovvveveiieevicessiisereereennins
Long-term duferred tax liabilities (Note 12).....ovvvveriniiecninecrininns

Other non-current liabilities.
Total lia'silidies ................
Net assets (Note 2):

Shareholders' equity (Note 10):
Common stock:

Authorized: 80,000,000 shares
Issuecl: 36,103,896 shares at March 31, 2007 and
36,095,896 shares at March 31, 2006......vccee.......

Capital surplus ....................
Retained eirnings........ouee.
Treasury stock, at cost:

2,01(,535 shares at March 31, 2007 and
1,701,006 shares at March 31, 2000 ......cocvveeeriiiirinennennn

Total stockholders” equity

Valuation and translation adjustments

Net unrealized gains on secu
Foreign cuirency translation

rities and other investments..........
adjustments .......cccooinnininiins

Total va.uation and translation adjustments ...

Minority intecrests ...,
Total nec assets..........o....

Total liabilities and net assets

egral part of these statements,

{(Thousands of

U.S. dollars)
(Millions of yen) {Note 3)
March 31, March 31,
2007 2006 2007
¥ 8,295 ¥ 28,624 $ 70267
724 724 6,133
58,488 41,205 495,451
3,657 2,567 30,978
196 196 1,660
3,386 3,180 28,683
74,746 76,496 633,172
4,593 5,317 38,907
1,698 1,848 14,384
973 907 8,242
2,773 4,805 23,490
666 946 5,642
85,449 90,319 - 723,837
31,279 31,241 264,964
33,244 33,205 281,609
139,468 145,030 1,181,432
(24,337) (21,214) (206,158)
179,654 188,262 1,521,847
4,039 8,504 34,214
3,288 1,105 27,853
7.327 9,609 62,067
381 334 3,227
187,362 198,205 1,587,141
272,811 ¥ 288,524 § 2310978
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Consolidated Statements of Income

FUNAI ELECTRIC CO., LTD. and its Consolidated Subsidiaries

NeEESAES et ee e st e e e s
CoSt OF 5Ales (Note 11) corvvvirririnrecceeecercseer e cerees e snresesssneessnraaeessans

Gross Profit ..o
Selling, general and administrative expenses (Note 11)......c.o.uev.ee.

Operating INCOME .....civiveiniirieiii
Other income (expenses):

Interest and dividend income ...,
INTErest EXPenses.......ocirviciictiiiie ittt
Foreign exchange gain, net........ociiiinn
Provision for doubtful accounts........coccivicncnncnnecnnnee,
Loss on impairment of seCurities ..o
Gain on settlement of a substitutional portion of EPF, net (Nowe 8)...........
Loss on liquidation of an affiliated company ........c.coececirnnenee.

OHhEL, ML vt ettt eeve e e ses e s s s bes s e snrbaesassnns
Income before income taxes and minority interests ..............
Income taxes (Noce 12):

LT 4 (= oL SRR OO TUOTRORTSPUOTTETOPTORIOt

PLIOL YEAIS vttt s
Deferred....coviiniiiiee it

Income (loss) before minority interests.....co.ervrvevvveerereerenren
Minority INLErests ..ot s

Net income (J088) ...cvvvveeirrervecieeeeeeresveeeeeeeeeeeeeeeeeeeeeeeanes

Net income (loss) per share (Notes 2 and 16):

= BasiC el
— Diluted....oveiicriiiiiireierneecereiee s

Cash dividends per share (Note 2) ....cccovriiiiiiniiinniiiniinicieen

@ Funai Electric Co., Ltd. Annual Report 2007

{ Thousands of
U.S. dollars)
{Millions of yen) {Noze 3)
For the years For the year
ended March 31, ended March 31,
2007 2006 2007
¥ 396,712 ¥ 360,885  $3,360,542
328,545 294,032 2,783,100
68,167 66,853 577,442
47,401 43,548 401,533
20,766 23,305 175,909
4,764 3,311 40,356
(1,193) (875) (10,106)
2,377 1,658 20,136
(409) (529) (3,465)
(777) (455) (6,582)
— 3,056 —
{2,457) —_ (20,813)
(318) (51) (2,695)
22,753 29,420 192,740
6,366 5,351 53,926
19,184 — 162,507
824 2,420 6,981
26,374 7,771 223,414
{3,621) 21,649 (30,674)
45 53 381
¥ (3,666) ¥ 21,596 § (31,055)
(Yen) (Doilars)
¥ (107.01) ¥ 620.02 5 (0.91)
— 619.08 —
¥ 5500 ¥ 5500 8 0.47

The accompanying notes are an integral part of these statements.



Consolidated Statements of Changes in Net Assets

FUNAI ELECTRIC CQ., LTD. and its Consolidated Subsidiaries

—_—

(Thousands) (Millions of yen)
Shareholders’ equity :mns}f:ligi[?d?uasltlglems
Number of Net unrealized
shares of gains on Foreign
common securitiesand  currency
stock Common  Capital  Rerained  Treasury other translion ~ Minority
outsiznding  stock surplus  earnings stack  iovestments  adjustments  interests

Balance at Mlarch 31, 2005 ....... 35,369 ¥31,119 ¥33,084 ¥ 125,246 ¥(8,872) ¥5410 ¥(11,943) ¥ 244
NEt INCOMIE.cccrvvriverrrveriirirrinnas — — — 21,596 —_ — — —
Cash dividends .........coveene.... — — —  (1,768) —_ — — —
Bonuses te¢ directors and

corporare auditors............... — — — {44) — — _— —
Shares issued nnder stock option plan ... 25 122 121 — — — — —
Ner increasie in treasury stock.. (1,000) — — —  (12,342) — —_ —
Net change: in items other than

stockholilers’ equity .............. — — — — — 3,094 13,048 90

Balance at March 31, 2006....... 34,394 31,241 33,205 145,030 (21,214) 8,504 1,105 334
Net 1085, ... veeeereeeereeireeereeeeiees — — —  (3,666) —_ — — —
Cash dividends .....c..coeeeeeee.. — — —  (1,892) — — — —
Shares issued 1nder stock option plan ... 9 38 39 — — — — —
Net decrease ir. consolidated companies .. —_— —_ — (4) — — — —
Net increare in treasury stock..  (310) — — — (3,123) — — —
Net changet in items other than

stockholders’ equity ............... — —_ — — —  (4.465) 2,183 47

Balance at March 31, 2007 ....... 34,093 ¥31,279 ¥33,244 ¥ 139,468 ¥ (24,337) ¥4,039 ¥ 3,288 ¥ 381

{Thowsands of U.S. dollars)
(Nate 3)

Balance at March 31, 2006 ...................... $264,642 $281,279 $1,228597 $(179.704) $72037 § 9360 $2,829
INEEIOSS oot — — {31,054 — — — —
Cash dividinds ....ccooveevvecrievieniierieneanns — —  (16027) — — — —
Shares issued under stock option plan ....... 322 330 — — — — -
"Net decreas in consolidated companies...... — — (34) - — — —_
Net increas: in treasury stock .................... — — —  (26454) - — —
Net change: in items other than

stockhold'ers’ equity.......vccciniciinicnnnnn. — — - —  (37.823) 18493 398

Balance at Narch 31, 2007 ...................... $264,964 $281,609 $1,181,482 $(206,158) $34,214 $27,853 §3227

The accompanying notes are an integral part of these statements.
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Consolidated Statements of Cash Flows

FUNAI ELECTRIC CO., LTD. and irs Consolidated Subsidiaries

=

(Thousands of
.5, dollars)
{Millions of yen) (Noze 3)
For the years For the year
ended March 31, ended March 31,
2007 2006 2007

OPERATING ACTIVITIES:

Net income {lo55): coveiriiieieiicierieerre s rereerr e e e e e e b e e eene
Adjustments to reconcile net income {loss) to net cash provided ¥ (3,600) ¥ 21,59 $ (31,055

by (used in) operating activities:

Depreciation and amortization........ccvveereniecinnnmssesnienens 8.204 8.172 69.496
Allowance for doubtful accounts........occveeeercrereercrcnecnenen, ’ (44) 191 ’(3 73)
Provision for retirement benefits to employees, net............... (150) 48 (1,271)
Proviston (reversal) for retirement benefits to directors, net .. 65 (19) ’ 557
Gain on settlement of a substitutional portion of EPF, net... - (3,056) o
Loss on sales or disposals of pmf)erty, plant and equipment, net .. 38 145 322
Loss on liquidation of an affiliated company ... 2.457 — 20813
Changes in assets and liabilities: ’ ’
Decrease in notes and accounts receivable .......cc.vceeerenen.. 2.473 1.120 20,949
Decrease {increase) in IVENLOTIES . .ocveverereeervrereieeeseeennss '5 45 (4,098) 461 7
Decrease in other assets.....vvvvievveerremnreecer e 3074 1.828 26040
Increase (dectease) in accounts payable.........c.cccooeeiniis 14.129 (1 1’551) 119.687
Increase {decrease) in accrued income taxes........ovceeevennn 1,810 (6’976) ] 5’ 332
(Decrease) increase in other liabilities.......c..oocveeeeieeciiene 6858) 4’299 (7’ 268)
Payments for suspense payments of income taxes............. _ (19’184) S
Pr10r Year's (aXes.....oovvvrevsiseeiieceres et 19,184 T 162.507
O(hCl‘, 4 Ll 2 R PP T (753) (6,7] 0) (6,378)
50,174 (35,791) 425,024
Net cash provided by (used in) operating activities............... 46,508 (14,195) 393,969
INVESTING ACTIVITIES:
Proceeds from sales of shorr-term investments........ccevnaneninne 274 692 2321
Payments for purchase of property, plant and equipment ......... (5,583) (3,955) (: 47, 294)
Proceeds from sales of property, plant and equipment............. 304 662 1728
Payments for purchase of intangibles ..., (445) (2,368) (3.770)
Proceeds from sales of investments in Securities ........vvvveevccnenn. 10.260 4438 86.912
Payments for purchase of investments in securities ................... E773) E871) (6.548)
Payments for loans receivable ........cococovviiincniini (581) (47,008) (4.922)
Proceeds from collection of loans receivable ..o 42 163 356
Other ....................................................................................... (359) 636 (3’ 04’0)
Net cash provided by (used in) investing activities............... 3,039 (47,611) 25,743
FINANCING ACTIVITIES:
(Decrease) increase in short-term borrowings ..o (20,896) 23 803 (177.010)
Repayments of long-term debt ......oovvriec E72 4) E724) (6) 133)
Payments for (i)urchase of treasury stock ..o (3,122) (12,342) (26: 446)
Cash dwndcn S i iviteieanerra e amaneranan it eatiasatstaas et e et Taran (1,892) (1,768) (16,027)
Other, T T o vrerersarnreannnnannntsasstassnitessenssionssrannsssanarsansasannarionsanins 70 235 593
Net cash (used in) provided by financing activities ............... (26,564) 9,204 (225,023)
Effect of exchange rate changes on cash and cash equivalents.. 1,750 10,034 14.824
Net increase (decrease) in cash and cash equivalents ................ 42 568
Cash and cash equivalents at beginning of year........................ ggiggg 1(0 1 :?56) i'ggg;‘;
Cash and cash equiva.lents at end ofyea.r ...................................... ¥ 83,321 ¥ 58,588 $705.811

@ Funai Electric Co., L1d. Annual Report 2007
The accompanying notes are an integral part of these statements.



Notes to the Consolidated Financial Statements

FUNAI ELECTRIC CO., LTD. and its Consolidared Subsidiaries

ac

1. Basis of presenting consolidated financial statements

The accompanying consolidated financial statements of Funai Electric Co., Ltd. (the “Company”) and its consolidared
subsidiaries (“I'unai” as a consolidated group) are prepared on the basis of accounting principles generally accepted in Japan,
which are diff:rent in certain respects as to application and disclosure requirements from International Financial Reporting
Standards or ccounting principles generally accepred in the United States of America, and which are compiled from the
consolidated financial statements prepared by the Company as required by the Securities and Exchange Law of Japan. Overseas
consolidated subsidiaries maintain their records in conformity with accounting principles generally accepted in their respective
countries. In general, no adjustments to the accounts of overseas conselidated subsidiaries have been reflected in the
accompanying consolidated financial statements to present them in compliance with the Japanese accounting principles and
practices follovied by the Company.

Certain items presented in the consolidated financial statements submitted to the Director of Kanto Finance Bureau in
Japan have beea reclassified in these accounts for the convenience of readers outside Japan.

2.  Summary of significant accounting policies
(a) Principles of consolidation
The consolidated financial statements include the accounts of Funai where the Company has an abiliry to control a
company through its voting right or other conditions. The excess of investment cost over ner assets ar the darte of acquisition is
amortized mainly over 5 years on a straight-line basis. Al significant inter-company transactions have been eliminated.
Investments in all significant affiliated companies over which the Company has a significant influence, are accounted for by
the equity merhod and, accordingly, stated at cost adjusted for equity in undistributed earnings and losses from the date of
acquisition.

d Funai Corporation, Inc., Funai Europe GmbH, Funai Electric (H.K.) Limited, FLET. Industrial Limited, Funai Electric
(Malaysia) Sdn. Bhd., Funai Asia Pte Ltd , Funai (Thailand) Co., Ltd. and Funai Electric (POLSKA) Sp. z.0.0. use a fiscal year
ending on December 31 of each year. DX Antenna Co., Ltd. uses a fiscal year ending on February 28 of each year. Material
differences in ntercompany transactions and accounts arising from the use of the different fiscal year-ends are appropriately
adjusted in cor solidation.

(b) Translation of foreign currencies

All asset and liability accounts denominated in foreign currencies are translated into Japanese yen at the exchange rates in
effect at the respective balance sheet dates and the resulting translation gain or loss is taken recorded in income currently.

All asset and liability accounts of foreign consolidated subsidiaries and affiliates denominated in foreign currencies are
translated into Japanese yen at the exchange rates in effect at the respective balance sheer dates. Operating accounts are translated
at the average rates of exchange for the respective years. These translation adjustments, which are not included in the
determination >f income, are reported as foreign currency translation adjustments in shareholders’ equity.

{c) Cashanc cash equivalents
Cash anc. cash equivalents include highly liquid investments purchased with an original maturity of three months or less.

{d) Short-term investments and securities and other investments

Securities are classified into trading securities, held to maturity debe securities, and other securities. Other securities with
readily determinable fair value are recorded at fair value. Unrealized gains and losses on other securities are reported as 2 separate
component of .1et assets, net of tax. Other securities without readily determinable fair value are stated at cost.

When the market price of other securities falls below 50% of the price of the securities at the time of acquisition, a realized
loss is recogniz:d with the new cost basis being the current market price. If the market price falls 30% or more but less than 50%,
a judgment is raade about the likelihoed of a recovery in price and decision is taken whether to write down to fair value.

(e) [nventories

Finished goods and work in process are mainly stated at cost, determined by the average method, and materials and supplies
are mainly stated at cost, determined by the first-in first-out method, except that foreign consolidated subsidiaries state their
inventories at tae lower of cost or market, cost being determined by the first-in first-out method.

(f) Property, plant and equipment and depreciation

Property, plant and equipment are stated at cost. Depreciation is principally computed by the declining-balance method at
rates based on the estimated useful lives of the assets, except that foreign consolidated subsidiaries calculate depreciation by the
straight-line mothod.
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The principal estimated useful lives used for computing depreciation are as follows:
Buildings and structures 3 to 50 years
Machinery and equipment 1 to 20 years
The cost of maintenance, repairs and minor renewals is charged to expenses in the year incurred; major renewals and
betterments are capitalized.
[n general, when assets are sold or otherwise disposed of, the profits or losses thereon, computed on the basis of the
difference between depreciated costs and proceeds, are credited or charged to income in the year of disposal, costs and
accumulated depreciation are removed from the respective accounts.

{g) Intangible assets

Compurer software is amortized using the straight-line method over the estimated useful life of five years. Patent rights are
amortized using the straight-line method over the economic useful life. Goodwill is amortized using the straight-line method over
five years.

(h) Allowance for doubtful accounts
The allowance for doubtful accounts is computed based on the historical write-off experience from prior periods, plus an
estimate of uncollectible amounts based on the analysis of certain individual receivables.

(i) Retirement benefits to employees and directors

Severance indemnities are accrued based on the retirement benefit obligation, considering the projected benefit obligation
and fair value of plan assets at the balance sheet date. The unrecognized net transition obligation at a domestic subsidiary is
amortized over 15 years using the straight line method. Past service liabilities are charged to income over the average remaining
service period of employees (10 years) using the straight line method. Actuarial gains or losses are charged to income over the
average remaining service period of employees (10 years) using the straight line method from the following year incurred.

The Company and certain domestic subsidiaries maintain the Funai Electric welfare pension fund plan and qualified
retirement-funded pension plans. Retirement benefits to employees under those plans are determined by reference to current basic
rates of pay and length of service. Certain overseas subsidiaries maintain defined contribution plans.

The Company, with respect to directors , provides for lump-sum service benefits. While the Company has no legal
obligation to do so, it is customary practice in Japan to make lump-sum payments to directors upon retirement. An annual
provision is made in the accounts for the estimated cost of this termination plan, which is not funded.

(j)  Finance leases

Leases that transfer substantially all the risks and rewards of ownership of the assets are accounted for as capital leases.
Leases that do not transfer ownership of the assets at the end of the lease term are accounted for as operating leases, in 2ccordance
with accounting principles and practices generally accepted in Japan.

(k) Research and development expenses
Research and development expenses are charged to the results of operations as incurred.

() Income taxes

Deferred tax assets and liabilities are recognized based on the differences between the financial statements’ carrying amounts
and the tax bases of assets and liabilitiés using the enacted stacutory tax rates in effect at the balance sheet date. A valuation
allowance is recorded to reduce deferred tax assets when there is uncertainty regarding their realizabilicy.

(m) Net income per share

The computation of basic net income per share is based upon the weighted average number of shares of common stock
outstanding during each period. The computation of diluted net income per share is based upon the weighted average number of
shares of common stock outstanding during each period after consideration of the dilutive effect of common stock equivalents,
which include warrants.

Cash dividends per share are those declared with respect to the earnings for the respective periods for which dividends are
proposed by the Board of Directors. Dividends are charged to retained earnings in the year in which they are paid.

{n) Use of estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires management
to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabiliries ar the date of the financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.
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{0) New accounting standards

Effective from the year ended March 31, 2007, the Company has applied “Accounting standards for the presentation of net
assets in the balance sheet (Accounting Standards Board of Japan Statement No.5)”, and “Implementation guidance for
Accounting standards for the presentation of net assets in the balance sheet (Accounting Standards of Japan Guidance No.8)"
both issued by the Accounting Standards Board of Japan on December 9, 2005.

“Net assuts” in the balance sheets for this year are presented according to the revision of “Regulations concerning the
Terminology, Form and Presentation Methods of Consolidated Financial Statements” dated on Apri! 25, 2006.

Furthern: ore the company presented its net assets in the balance sheets using the new presentation as of March 31, 2006.

(p) Other curent assets
The due date of the receivables (¥2,046million} from the sales of securities contracted on March 15, 2007, has been
changed to the end of June from the end of May which was original due date.

3. Translation into United States dollars

The consolidated financial statements presented herein are expressed in Japanese yen and have been translated
into United States dollars, solely for the convenience of the reader, at the rate of ¥118.05 = U.S.§1, the exchange rate
prevailing at March 31, 2007. Such translations should not be construed as a representarion that the yen amounts
have been, coild have been or could be converted into United States dollars ar that rate or any other rate.

4. Short-term investments and securities and other investments

Securitizs at March 31, 2007 and 2006 included in short-term investments and securities and other
investments a e summarized as follows:

{Millions of yen)

March 31,
2007 2006
Unrealized
Unrealized Book value gains(losses), Book value
Cost gains, net  (fair value} Cost net (fair value)
Equity SECUTITES . vvevrovsnrersisinness ¥7246 ¥6,843 ¥14,089 ¥ 7,086 ¥14,492 ¥21,578
Debt securities .......oooiveiveieiennn... _ _ _ 10,512 (89) 10,423
.. . ¥ 7,246 ¥ 6,843 14,089  ¥17,598 ¥ 14,403 32,001
Securities for which market value
are not readily determinable.......ooovii 2,456 4,800
¥ 16,545 ¥ 36,801
{(Thousands of U.S. doilars)
March 31, 2007
Unrealized  Book value
Cost gains, net  (fair value)
Equity securities.o.oerveerinicnncs $ 61,381 $57967 $ 119348
Securities for which market values
are not readily determinable........coccniiiiiniinin, 20,804
$ 140,152
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5. Inventories

Inventories at March 31, 2007 and 2006 were as follows: . (Thousands of
(Miilions of yen) U.S. dollars)
March 31, March 31,
2007 2006 2007
Finished goods ... ¥ 26,795 ¥ 27,068 $ 226,980
Materials and supplies ........ccovriivniin 6,870 6,379 58,196
WOTK N PLOCESSES...vuercverriersereenmerenseernaeienace ettt bsbs s 1,380 1,006 11,690
¥ 35,045 ¥ 34,453 £ 296,866
6. Leases

The following pro forma amounts represent the acquisition cost, accumulated depreciation and net book value
of the lease assets as of March 31, 2007 and 2006, which would have been reflected in the consolidated balance sheets
if finance lease accounting had been applied to the finance leases currently accounted for as operating leases in Japan:

{Millions of yen)
March 31,
2007 2006
Acquisition Accumulated  Netbook  Acquisition Accumulated  Net book
COSts depreciation value COSts depreciation value
Machinery and equipment.......... ¥ 1,822 ¥ 1,080 ¥ 742 ¥ 1,857 ¥ 1,071 ¥ 786
{Thousands of U.S. dollars)
March 31,2007
Acquisition  Accumulated  Net book
costs depreciation value
Machinery and equipment.......... $ 15434 $9149 % 6285

Future lease payments under financing leases, including amounts representing interest, ac March 31, 2007 and
2006 were as follows:

(Thousands of
{Millions of yen) U.S. dollars)
March 31, March 31,
Future lease payments: 2007 2006 2007
Due within one year ¥ 208 ¥ 331 $2524
Due after 0N Year....ocoviereiininiincinsss st ssseseses 434 412 3,676
¥ 732 ¥ 743 36,200

Lease payments relating to finance leases accounted for as operating leases in the accompanying consolidarted
financial statements amounted to ¥380 million ($3,219 thousand) and ¥393 million for the years cnsed March 31,
2007 and 2006, respectively.

Future lease payments under operating leases at March 31, 2007 and 2006 were as follows:

{Thousands of
(Millions of yen) U.S. dollars)
March 31, March 31,
2007 2006 2007
Future lease payments:
Due within one year.......ccciviinesnee e ¥ 1,001 ¥ 781 $ 8479
Diue after 0ne year ... 3,861 3,348 32,706
¥ 4,862 ¥ 4,129 § 41,185
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7. Short-term borrowings and long-term debt

Short-term borrowings are principally bank loans with average interest rates of 4.0% and 4.7% at March 31,
2007 and 20016, respectively.

Long-term debt at March 31, 2007 and 2006 was as follows:

{Thousands of
(Millions of yen) U.S. dollars)
March 31, March 31,
2007 2006 2007
Long term bank !oans .............................................................. ¥ 5.317 ¥ 6,041 3 45040
Less CULTEnt POTTON ...c.ecvvcuicicnicriere e (724) (724) (6,133)
_ ¥ 4,593 ¥ 5317 $ 38,907
AVETage INICTEST TALE .evverurronrrreereisinsiiessetesisssissssbis e siassbe s sesssues 1.9% 1.3%
The aggrigate annual maturities of long-term bank loans ac March 31, 2007 were as follows:
{Thousands of
Year endingy March 31, (Millions of yen) U.S. dollars)
2008
................................................................................................... ¥ 724 $ 6)]63
2009 e er e sne e e e eseer e ranenns e 2,533 21,563
1 OO RS 2,060 17.537
¥5317 $ 45,040

8. Retirement benefits to employees

In accordance with “Defined Benefit Enterprise Pension Plan Law”, the Company and some of its domestic
subsidiaries obtained approval from Japan’s Minister of Health and Welfare for the transfer to the government of the
benefit obligition related to past employee service under the substitutional portion of Employee Pension Fund
(“EPF”) on Qxctober 1, 2005, and transferred to the government the substitutional portion of EPF and the related
government-specified portion of plan assets of EPF on March 3, 2006.

The gain on settlement of a substitutional portien of EPF, net amounting to ¥3,056 million ($26,015
thousand) wa; recorded as other income.

Benefic obligation, plan assets and the funded status of the Company and its domestic consolidared subsidiaries
at March 31, 2007 and 2006 are as follows:

{Thousands of
(Millions of yen) U.S. dollars)
March 31, March 31,
2007 2006 2007
Benefit obligation ... ¥(9,127) ¥ (9,228) $(77.315)
Fair value of plan assets ..o, 8,907 8,672 75,451
Funded status:

Benefit obligation in excess of plan assets .......cococcccevirnnen (220) (556) (1,864)
Unrecogniied net transition obligation.......cceeiiiciiiiicinnn, 1,183 1,308 10,021
Unrecogniied actuarial 10ss ...c.ccrvrevvmiviiiiniiiiiiicieciciens (543) (476) (4,600)
Unrecogniied Prior SErVICe COSL..c.umumiurmimrmimierinreicnnensieienissnens (579) (647) (4,904)
Net amourt recognized ... ..ot e (159) (B71) (1,347)
Prepaid pension Cost.....u i 1,539 1,477 13,037
Accrued pension liability recognized in the balance sheet .......... ¥ (1,698) ¥ (1,848) $ (14,384)
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Severance and pension costs of the Company and its domestic consolidated subsidiaries were as follows:

(Thousands of
(Millions of yen) U.S. dollars)
March 31, March 31,
2007 2006 2007
S ETVICE COSEurentmiitiiriieiiee e itr et et r e et brsre e s e rasbb e sr e st basbrasnssnens ¥ 488 ¥ 487 $ 4134
INEErEST COST ..ot 189 340 1,601
Expected return on plan assets......oconnciiiiiniiiin, (194) (266) (1,643)
Amortization:
Transition obligation........cccvviininiii 125 125 1,059
PrOE SEIVICE COST cuivimrrnrerrerener et es et (68) (85) (576)
Actuarial 108SES ......orveriienicierer e e 12 205 101
Other e (2) _ (17)
Net periodic benefit Cost.......vevrvririiriirinsenn ¥ 550 ¥ 806 $ 4659
DISCOUNT TALE 1vovrerrctceec et 1.4-2.5% 1.4-2.5%
Expected long-term rate of return on plan assets ...................... 1.4-2.5% 1.4-2.5%
9. Contingent liabilities
Contingent liabilities at March 31, 2007 and 2006 were as follows: (Thousands of
(Millions of yen) U.S. dollars)
March 31, March 31,
2007 2006 2007
Loans guaranteed (primarily of unconsolidated subsidiaries and affiliates) ...... ¥ ¥ 455 F—

10. Net assets

Japanese Corporate Law (the’Law”) became effective on May 1, 2006, replacing the Japanese Commercial Code
(the"Code”). Under the Law of Japan, the entire amount of the issue price of new shares issued is required to be capitalized as
stated capital, although the Company may, by resolution of its board of directors, capitalize an amount not exceeding one-half of
the issue price of the new shares as additional paid-in capital. The Company may, by resolution of the board of directors,
distribute additional paid-in capital or the stated capital in the form of stock splits. The Law also provides that legal reserve and
additional paid-in capital are reserved until they reach 25% of the Company’s stated capital. The additional paid-in capital may
be transferred to stated capital through suitable shareholder action. The legal reserve and additional paid-in capital may be used to
reduce a deficit through suitable shareholder action. Under the Law, the Company is allowed to acquire its own shares to the
extent that the aggregate cost of treasury shares does not exceed the maximum amount available for dividends.

11. Supplemental expense information

Research and development expenses are included in manufacturing costs and selling, general and administrative expenses
for the years ended March 31, 2007 and 2006 amounted to ¥14,036 million ($118,899 thousand) and ¥14,103 million
respectively.
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12. Incomc taxes

Income axes applicable to the Company and its domestic subsidiaries include (1) corporation tax, {2) enterprise tax and (3)
inhabitants ta» which, in the aggregate, result in an effective tax rate approximately equal to 40.7% for the years ended March 31,
2007 and 2000,

Reconciliation between the Japanese statutory income tax rate and effective tax rate is as follows:

2007 2006

Japanese S1atutory taxX TALE......cc.cueerovorvriires st e sse s 40.7% 40.7%
Expenses riot deductible for tax purposes ........c.ccccccceveninreinerenneeneecini 0.9 0.4
Permanenily non-taxable inCOME .....oveviiiceiieiini e (0.8) (0.7)
R&D tax redif. i st nree s s bens (2.6) (2.5)
PIIOT YRS TAXES 1viveririiiiitititii e saste bt re e e rsnna 84.3 —
Overseas income taxed at lower than statutory tax rates ....ccoocoveevcecniccncneanne (18.8) (14.5)
Valuation mllowances ... 13.8 1.1
OHREIS oot e e se e b easeas e nna (1.6} 1.9
Effective II1COME taX FALE .o.veiuiviciriicrtriae e ee e et et sses et rss b e 115.9% 26.4%

The coniponents of the deferred tax assets and deferred tax liabilities at March 31, 2007 and 2006 were as follows:

{Thousands of
{Millions of yen) U.S. dollars)
March 31, March 31,
Deferred tux assets: 2007 2006 2007
Retirement benefits to employees.........ooecniiniininiinienne. ¥ 693 ¥ 748 $ 5870
Retirement benefits to directors....uuvveeeiivcic e 382 369 3,236
Accounus payable ... 662 485 5.608
Allowance for doubtful accounts ..ouvnvciirvciiviniirvere e 2,706 346 22,922
Accrued employees’ BONUSES........ccvecvevvrvereerecnniieniriencnecene 517 498 4380
Intercompany profit on inventories and property, plant and equipment..... 512 591 4,337
Impairment loss on securities .......coceeevciinnininicncnnnnecn 1,744 1,578 14,773
Tax loss:s carried forward of consolidated subsidiaries.......... 4,620 2,512 39,136
Impairment loss on iNVENTOHEs .....c.cooeeeriiceenicninneecrencane. 878 711 7,438
DR ettt reeeeeee e e e ee et rarrerearean e raanataeeas 1,033 927 8,751
Gros: deferred tax assers....ouvvmvniniiesresinesseieececesssssssnens 13,747 8,765 116,451
Less: Valuation allowance.....cooceeeecrecvccninvirirnisienisne e, (9,443} (3,495) (79,992)
Total deferred tax assets......coovveivieririeeeereeveeerrereserneseeaens ¥ 4,304 ¥ 5,270 3 36,459
Deferred t:ix liabilities:
Tax purpose reserves in accordance with Japanese tax law..... ¥ 373 ¥ 388 $ 3,160
Depreciation of overseas consolidated subsidiaries................ — 191 —_
Net unr:alized gains on other securities........coornreererreernnennn. 2,765 5,830 23,422
Prepaid pension Cost .....civiicenicnnncnernnissrese e G627 602 5311
L 1 T ORI 13 7 110
Total deferred tax liabilities ....cooveieeeeciee e 3,778 7,018 32,003
Net deferred tax assets (liabilities) ......cooveeeiiiviiieiieiiiecien, ¥ 526 ¥ (1,748) 3 4456
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On June 28, 2005, the Company received notice of a supplementary tax assessment from the Osaka Regional Taxation
Bureau (the “Bureau”) regarding aggregate taxation on the taxable income of subsidiaries in Hong Kong for the three fiscal years
ended from March 31, 2002 to March 31, 2004. In the Bureau’s assessment, taxable income earned by the Hong Kong
subsidiaries should be added to the Company’s taxable income as the subsidiaries in Hong Kong are deemed not to satisfy the
conditions for exclusion from the application of the tax system for dealing with tax havens.

The additional tax payments amounted to ¥19,184 million ($163,310 thousand) including penalties. However, the
Company, having been dissatisfied with the said supplementary tax assessment order, filed its objection with the Bureau on August
24, 2005. However, on June 27, 2006, the Regional Commissioner of the Burcau dismissed the objection filed by the Company.
Considering that the justification of the Bureau for the dismissal was unacceptable, the Company filed a perition with the National
Tax Tribunal (the “Tribunal”) on July 25, 2006 seeking a review of the decision made by the Regional Commissioner.

Three months have passed since the Company filed its petition with the Tribunal for a review of the supplementary tax
assessment order, and now, the circumstances have become ripe for the Company to seek a judicial remedy. Therefore, today, the
Company filed a complaint with the Osaka District court for the cancellation of the supplementary tax assessment order, pursuant
to the applicable laws and regulations on November 16, 2006. The petition and the complaint are going on at the same time.

The Company believes it will become clear that the Company has correctly reported in accordance with applicable tax rules
through the appeal process, therefore the Company accounted such payments as “Suspense payments of income taxes” on its
consolidated balance sheet as of March 31, 2006.

This “Suspense payments of income taxes” have been charged to the income and presented as “Prior year’s taxes” on its
consolidated statements of income ended March 31, 2007 in accordance with the amended Audit Committee Report No.63
“Accounting Practices, Disclosure 2nd Audit Treatment for Various Taxes.” issued by Japanese Institute of Certified Public
Accountants {Auditing and Assurance Practice Commirtee) on March 8, 2007. For the fiscal years subsequent to the rax
assessment, year ended from March 31, 2005 to March 31, 2007, the Company has not accrued the additional tax exposures
estimated at approximately ¥14,300 million ($121,135 thousand) based on the methodology applied by the Bureau, due to the
reason described above.

13. Derivative transactions

Funai used derivative transactions only for the purpose of mitigating future risks associated with the flucruation
of foreign currency exchange rates. Funai used forward currency exchange contracts to hedge the exchange rate risk
associated with monetary receivables and payables denominated in foreign currencies.

If forward currency exchange contracts are used as hedges and meet certain hedging criteria, Fuani defers
recognition of the associated gains or losses.

Funai evaluates hedge effectiveness by comparing the cumulative changes in the hedging derivative instruments.

Funai is exposed to certain market risks arising from their forward exchange contracts. Funai is also exposed to
the risk of credit loss in the event of non-performance by the counterparties to the currency. However, Funai does not
anticipate nonpetformance by any of these counterparties as they are financial institutions with high credit ratings.

Funai has established a control environment which includes policies and procedures for risk assessment and for
the approval, reporting and monitoring of transactions involving derivative financial instruments.

At March 31, 2007 and 2006, the outstanding forward currency exchange contracts, were as follows:

{Millions of yen)

March 31,
2007 2006
Contracted Contracted
Contracted  amount - Due Recognized  Contracted  amount - Due Recognized
amount  aferoneyexr Fair value  gain, net amount  aferoneyear Fair value  gain, net
Forward currency exchange
contract: purchase ..o ¥ ¥ ¥ ¥ ¥ 428 ¥ — ¥ 415 ¥ (13
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{Thousands of U.S. dollars)

March 31,
2007

Contracted
Contracted  ameunt - Due Recognized
amount  afoneyear  Fuair value  gain, net

Forward curency exchange
CONETALE: Pt CHASE ... § — $§ — 8 — 5 —

14. Stock option plan
A summary of stock option plans at March 31, 2007 is as follows:

2001 stock option plan 2002 stock option plan 2003 stock option plan

Number of options outstanding as of March 31, 2007 311,900 shares 399,600 shares 378,500 shares

Exercise price: ¥9,549 ¥15,150 ¥13,646
Contracruai life From January 1, 2004 From August 1, 2004 From August 1, 2003
to December 31, 2010 to July 31, 2011 to July 31, 2012

2004 stock option plan 2004 stock option plan 2005 stock option plan

Number of options outstanding as of March 31, 2007 359,900 shares 25,600 shares 346,400 shares

Exercise price: ¥16,167 ¥16,836 ¥12,369
Contractual life From August 1, 2006 From August 1, 2006 From August 1, 2007
to July 31, 2013 to July 31, 2013 to July 31, 2014

The 2001 stock option plan provides options to purchase common shares of the Company to directors and key employees

of the Compary.

‘The 2002, 2003, and 2004 stock option plans provide options to purchase common shares of the Company to directors,
key employees, counsel, consultants and researchers of the Company and its subsidiaries.

'The 2005 stock option plan provides options to purchase common shares of the Company to directors, corporate officers,
officers, key employees, counsel, consultants and researchers of the Company and its subsidiaries.
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15. Segment Information

Funai operates in the single business segment of manufacturing and sales of electrical products in Japan and
overseas. Therefore, operating segment information is not disclosed. Information for geographic segment and
overseas sales is as follows:

(1) Geographic segments
{Millions of yen)

North ) . Consolidated
Japan America Asia Europe Elimination total
For the year ended March 31, 2007

Sales:

Sales to outside customers ¥ 162,715 ¥ 203,388 ¥ 3,572 ¥ 27,037 ¥ —  ¥396,712

Inter-segment sales........... 195,165 — 284,621 305 (480,091) —
Total oo 357,880 203,388 288,193 27,342 (480,091) 396,712
Operating expenses ........... 340,562 202,197 277,637 34,909 (479,359) 375,946

Operating income {loss) ... ¥ 17,318 ¥ 1,191 ¥ 10,556 ¥ (7.567) ¥ {732y ¥ 20,766

Identifiable assets .............. ¥ 105,622 ¥ 40,137 ¥168,549 ¥ 16,689 ¥ (58,186) ¥272,811

For the year ended March 31, 2006

Sales:
Sales to outside customers ¥176,164 ¥167,225 ¥ 6,850 ¥ 10,646 ¥ — ¥360,885
Inter-segment sales.......... 157,777 0 286,481 6 (444,264) _
L | It 333,941 167,225 293,331 10,652 {444,264) 360,885
Operating expenses ........... 317,955 169,932 280,884 11,433 (442,624) 337,580

Operating income (loss) ... ¥ 15,986 ¥ (2,707) ¥ 12,447 ¥ (781) ¥ (1,640) ¥ 23,305

Identifiable assets .............. ¥103,684 ¥ 43,004  ¥140,279 ¥ 11,642 ¥(10,085)  ¥288,524

{Thousands of U.S. dollars)

North o Consolidated
Japan America Asia Europe Elimination total
For the year ended Mareh 31, 2007

Sales:

Sales to outside customers $1,378357 $1,722897 § 30258 § 229030 $ —  $3,360,542

Inter-segment sales ....... 1,653,240 — 2411021 2584 (4,066,845) —
Total e 3,031,597 1,722,897 2,441,279 231,614 (4,066,845) 3,360,542
Operating expenses............ 2,884,896 1,712,808 2,351,859 295,714 (4,060,644) 3,184,633

Operating income (loss)..... $ 146,701 8 10089 % 89420 $ (64,1000 $§ (6201) § 175909

ldentifiable assets.............. $ 894723 $ 340,000 $1,427,776 $ 141,372 $(492,893) $2310,978
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(2)  Owverseas sales
(Thousands of LS. dollars,

{Millions of yen, excepr percentages) except percentages)
For the year
For the years ended March 31, ended March 31,
2007 2006 2007
Overseas sitles.......erncrreivniininiininnne ¥ 358,346 ¥ 321,486 $ 3,035,544
Consolidated sales...........ccoeernerrccennnnas 396,712 360,885 3,360,542
Ratio of overseas sales to

consolidated sales.........ccovvernrvnnennn. 90.3% 89.1% 90.3%

16. Earnings per share

Basic and diluted earnings per share were calculated as follows:

(Millions of yen and shares in (Thousands of
thousand) U.S. dollars)
March 31, March 31,
2007 20006 2007
Net INCOME{IOSS) o.eviiveieicreere it te s s e s e s errenreine ¥ (3,666) ¥ 21,596 $ (31,055)
Basic weighted average number of shares outstanding............... 34,253 34,831
Dilutive ef’ect of stock options........cocvvevieeeiverieeerienenoneiennns 35 53
Diluted weighted average number of shares outstanding .......... 34,288 34 884
Basic earniigs per share (yen and dollars) ..o ¥ (107.01) ¥ 620.02 5 (091
Diluted earnings per share (yen and dollags) .....ccccovererennninnenn — 619.08 —

Diluted net income per share for the year ended March 31, 2007 is not disclosed due to the loss position.

17. Reclassifications

Certain reclassifications of previously reported amounts have been made to the consolidated balance sheet at
March 31, 2006, the consolidated statement of income, sharcholders’ equity and cash flows for the year ended
March 31, 2006 o conform to the current year presentation. Such reclassifications have no effect on previously
reported results of operations.
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18. Subsequent events
Appropriation of retained earnings
The board meeting of the Company held on May 10, 2007 approved the following appropriations of retained earnings for

the year ended March 31, 2007.
{ Thousands of

(Millions of yen) U.S. dollars)

Cash dividends (¥55=0.5.90.47 per share) ...c..ccccouroiirininiicescccnnieniee ¥ 1,875 $ 15,883
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Report of Independent Auditors

To the Board of Directors and Shareholders of
Funai Electric. Co., Lid.

We have audited the accompanying consolidated balance sheets of Funai Electric Co., Lid.(“the Company”)
and its consolidated subsidiaries as of March 31, 2006 and 2007, and the related consolidated statements of income,
changes in net assets, and cash flows for the years then ended, all expressed in Japanese yen. These consolidated
financial statzments are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in Japan. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated
financial statzments are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the consolidated financial statements. An audir also includes assessing the
accounting grinciples used and significant estimates made by management, as well as evaluating the overall
consolidated {inancial statement presentation. We believe thar our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the consolidaied financial position of Funai Electric Co., Ltd. and its consolidated subsidiaries as of March 31, 2006
and 2007, and the consolidated results of their operations and their cash flows for the years then ended in
conformity with accounting principles generally accepted in Japan.

1. As described in Note 12 to the consolidated financial statements, the additional tax payments of ¥19,184
million ($163,310 thousand)including penalties were accounted for as “Suspense payments of income taxes”
on its consolidated balance sheet as of March 31,2006. This “Suspense payments of income taxes” have been
charged to the income and presented as “Prior year’s taxes” on its consolidated statements of income ended
March 31, 2007 in accordance with the amended Audit Committee Report No.63 “Accounting Practices,
Disclosure and Audit Treatment for Various Taxes.” issued by Japanese Institure of Certifgled Public
Accountants {Auditing and Assurance Practice Commitctee) on March 8, 2007.For the fiscal years
subsequent to the tax assessment, year ended from March 31, 2005 to March 31, 2007, the Company has
not a:crued the additional rax exposures.

2. As described in Note 2 (P) to the consolidated financial statements, the due date of the receivables from the
sales of securities has been changed to the end of June 2007.

The amounts expressed in U.S. dollars, which are provided solely for the convenience of the reader, have
been translated on the basis set forth in Note 3 to the accompanying consolidated financial statements.

Osaka, Japan
June 21, 2007’
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Company Data

Company Outline Business Operations

Name FUNAI ELECTRIC CO., LTD. Audio-visual Equipment

Foundation August 1961 VCR, DVD player, DVD recorder,

Address 7-7-1 Nakagaito Daito city, Osaka Television, LCD TV, PDP TV, Projector
574-0013, Japan Information Equipment

Tel 81-72-870-4303 Printer, Digital Still Camera

Fax 81-72-871-1112

URL

http:/fwww.funaiworld.com/

Capital ¥ 31,278 million

Sales

¥ 396,712 million
{March 2007 / Consolidated)

Employees 3,319 (March 2007 / Consolidated)

*The figure for total number of employees does
not include those employees (16,717) of
outsourced production facilities located in China.

Company History

Aug.
Mar.

Sep.
Jun.

Apr.

May.
Mar.

Apr.
Aug,

Jan,
May.

Feb.
Mar,

Mar,
Nov.
Jul.

Dec.
Apr.

Oct.
Jun.

1961 Funai Electric Co., Ltd. was established in ITkuno-ku, Osaka City capitalized at ¥20 million.

1964 Chugoku Funai Electric Co., Ltd. was established as a manufacturing company in Fukayasu-gun{now Fukuyama
City), Hiroshima.

1976 The head office was relocated to Daito City, Osaka.

1980 Funai Electric Trading (Europe) GmbH (now Funai Europe GmbH), a sales firm, was established in Hamburg,
Germany.

1989 Funai Electric (Malaysia) SDN.BHD., a manufacturing company, was established in Johor Darul Takzim, West
Malaysia. '

1991 Funai Corporation, Inc. was established as a sales firm in New Jersey, U.S.A.

1992 Highsonic Industrial Ltd. (now Funai Electric (H.K.) Ltd.) was established in Hong Kong as a management
company of processing on commission to consignment manufacturing plants in Guang Dong province, China.

1992 Dong Guan Plant in Dong Guan City, Guang Dong Province started operations as a consignment manufacturing
plant in China.

1994 Zhong Shan Plant in Zhong Shan City, Guang Dong Province started operations as a consignment manufacruring
plant in China.

1996 Funai Service Co., Ltd. was established.

1996 Highsonic Industrial Led. (now Funai Electric (H.K.) Ltd.) established H.F.T Industrial Ltd. by joint investment

' with the Japan company.

1999 Funai Electric Co., Ltd. was listed on the Second Section of Osaka Securities Exchange.

2000 Funai Electric Co., Ltd. was listed on the First Section of Tokyo Stock Exchange and the First Section of Osaka
Securities Exchange. ‘

2001 Closing date for the fiscal year ending June 15 was changed to March 31.

2001 Gor the stocks of DX Antenna Co., Lud.

2003 Funai (Thailand) Co., Ltd. a manufacturing company, was established in Nakornratchasima, Kingdom of
Thailand.

2003 Huang Jiang Plant in Dong Guan City, Guang Dong Province started operations as a consignment manufacturing
plant in China.

2004 Funai Electric Advanced Applied Technology Research Institute Inc. was established.

2006 Funai Electric (Polska) Sp.z 0.0. was established as a production company in the city of Nowa Sol, Poland.

2007 Funai Electric (Polska) Sp.z o.0. began operation.
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mEATIYED FILE NO. 82-5078

(Excerpt translation)
?p-ir:ai—} ';{ ":..f}l
Presi Release _ FUNAI
e August 6, 2007
Dear j5irs:
FUNAI ELECTRIC CO., LTD.

Name of the Representative: Tetsuro Funai
President and CEO

(Code No. 6839; The 1st Sections of the Tokyo Stock
Exchange and the Osaka Securities Exchange)

Person to contact: Naoyuki Takanaka
IR/Public Relations Department
(Tel: 81-72-870-4395)

Notice of Dissolution of Subsidiary

FUNAI ELECTRIC CO., LTD. (the "Company") announces that at the meeting of the
Board of Directors held on August 6, 2007, it was resolved that FUNAI ELECTRIC
(MALAYSIA) SDN. BHD, the Company’s consolidated subsidiary, should be dissolved as

follows:

I Reason of Dissolution

FUNAI ELECTRIC (MALAYSIA) SDN. BHD has been engaged in manufacturing

CRT TVs as Funai Group's main factory of CRT TVs. As a result of a review of the

Group's geographical allocation of production bases in line with the market shrinkage,

however, the Company has determined to discontinue the production of CRT TVs in

Malaysia and fully transfer it to FUNAI (THAILAND) CO., LTD., the Company's

consolidated subsidiary.

2. Outline of FUNAI ELECTRIC (MALAYSIA) SDN. BHD

(1) Address

(2) President

Johor Darul Takzim, West Malaysia

Y oshiyuki Sumitomo




13) Establishment April 6, 1989

(4) Business Manufacture of CRT TVs and its related products
{5) Paid-in capital MYR30 million
(6) Main shareholder 100 % held by Funai Electric Co., Ltd.

Schedule

December 2007 : Start of liquidation process

December 2008 : Liquidation to be completed

Prospect for the future

The effect on the consolidated operating results for the year ending March 31, 2008

from the dissolution of the subsidiary will be in insignificant.

- END -




18t Quarter Financial Results Summary (Lonsolidated) 1or the Feriod knding larch 2006

Company Name
Code Mo.
Representative
Inquiries

1.  First Quarter Consolidated Results for the Period Ending March 2008 (Ap

March 2008
Funai Electric Co., Ltd. Listed Exchanges
6839 URL http/fiwww funai.jp/
Tetsuro Funai  President, CEO TEL : (072) 870—
Katsumi Executive Manager,
Furukawa Accounting Department

Member, Financial Accounting Standards Foundation !'E!!!.l}

Sun.mary of 1st Quarter Financial Results for the Period Ending

August 6, 2007

18t Section of the TSE/OSE

43956

(Rounded up to millions of yen)
ril 1, 2007 —June 30, 2007).

(1) Consolidated Operating Results {% displayed represent increases/decreases from the same quarter of
the previous year)
. Ordinary Quarterly (Current
Net Sales Operating Income Income Period) Net Income
Millions of Millions of Millions of Millions of
Yen % Yen % Yen % Yen %
1#t Quarer FY 2008 77,361 23.5 1,172 Abl19 4,480 60.6 1,342 5.1
1¢t Quarer FY 2007 62,643 Al4.1 2,437 A49.7 2,790 AB2.8 1,277 A70.6
Full 'Y 2007 396,712 - 20,766 - 26,591 — | A 3,665 -
Quarterly Net | Fully Diluted Quarterly
Income Per Share | Net Income Per Share
{Current Period) | (Current Period)
Yen Yen
12t Quar er FY 2008 39.38 -
1* Quarier FY 2007 37.15 37.10
Full FY 2007 A107.01 —
(2} Consolidated Financial Position
Shareholder’s Shareholder's
Total Assets Net Assets Equity Ratio Equity Per Share
Millions of Yen Millions of Yen, % Yen
15t Quar er FY 2008 285,315 189,221 66.2 5,638.48
18t Quar.er FY 2007 283,964 193,851 68.1 5,638.44
Full I'Y 2007 272,811 187,361 68.5 5,484.38
(3) Consolidated Cash Flows
Cash Flow from | Cash Flow from|Cash Flow from|Cas h and

Operating
Acgtivities

Investing Activities

Financing
Activities

Cash-Equivalents at
End of Period

Millions of Yen Millions of Yen Millions of Yen Millicns of Yen
1¢t Quarter FY 2008 5,968 A 2017 A 9274 88,610
1t Quaner FY 2007 2,910 8,145 A 4,240 65,378
Full I'Y 2007 46,507 3,038 A 26,564 83,320




2. ('onsolidated Results Forecast for the Period Ending March 2008 (April 1, 2007 — March 31,
2008). [Reference]
(% displayed for the full-year and interim represent
increases/decreases from the previous year and interim periods, respectively.)

Operating Ordinary Current Period Net Income
Net Sales Income Income Net Income Per Share
Millions of Millions of Millions Millions
Yen % Yen % of Yen % of Yen % Yen
Interim | 200,800 23.1] 10,800 4.2 13,000 5.7 | 6,100 Al12.7 178.92
Full-Year; 420,000 59(- 22,000 59 26,500 AO0.3 16,000 - 469.30

(Note}) Earnings per share are calculated based on the number of outstanding shares as of the end of
the current 1 quarter (minus treasury stock).

3. Cther

(1) “ransfers in vital subsidiaries during the year : No
(transfers in specific subsidiaries resulting from changes
in the range of consolidation)

(2)  1Jse of simplified accounting methods : No

(3) Changes in accounting methods from the most recent : Yes
consolidated fiscal year

(Note) Please refer to “4. Other” on page 3 under [Qualitative Information, Financial Tables, etc.] for
details.

*Please refer to “3. Qualitative Information Pertaining to Consolidated Results Forecasts” for
warnngs regarding the use of results forecasts and assumptions made in the creation of results
forecusts.



[Qual tative Information, Financial Tables, etc.]
1. Qualitative Information Pertaining to Consolidating Operating Results

A slight expansion in the US economy was seen during the 1% guarter, and the Eurcpean and
Asiar. markets remained strong. The Japanese market continued to recover with an expansion in
capit:] investments, primarily by export companies where profitability has increased due to a
weakned yen.

In ihe electronics industry, sales of flat-panel TVs continued to grow rapidly. The market for
electronics, however, continued to be difficult. Prices for liquid crystal panels rose due to the
effects of demand pressure, while the price of finished products fell due to increasing
competition. '

Corsolidated Funai Group net sales in the 12t quarter totaled 77,361 million yen (a 23.5%
increzise from the same period of the previous year), Net sales of audiovisual equipment grew to
48,90) million yen (a 22.4% increase) due to growth in flat-panel TVs and DVD players.

While sales of digital still cameras remained virtually unchanged, sales of printers increased,
driving net sales of information equipment to 21,228 million yen (a 30.2% increase).

Additionally, net sales of other electronics, such as those related to receivers, rose to 7,232
million yen (a 13.1% increase).

In t2rms of profitability, operating income fell to 1,172 million yen (a 51.9% decrease), ordinary
income rose to 4,480 million yen (a 60.6% increase) and net income for the 1% quarter rose to
1,342 million yen (a 5.1% increase).

2. Qualitative Information Pertaining to Shifts in Consolidated Financial Positions
Funai’s financial positions for the 1%t quarter were as follows.
Assets increased by 12,504 million yen compared to the previous consolidated accounting year.
The primary reason for this increase was a 10,828 million yen increase in inventories.
Liakilities increased by 10,644 million yen compared to the previous consolidated accounting
year. The primary reason for this increase was a 4,750 million yen increase in accounts payable.
Net assets increased by 1,859 million yen compared to the previous consolidated accounting
year.

3. Quaitative Information Pertaining to Consolidated Results Forecasts

Funii Group results for the 1% quarter went essentially as planned. At present, there have
been no revisions to the results forecast made public on May 10, 2007,

(Note) Results forecasts are based upon currently available information and include risks and
include risks and uncertainty. Actual results may vary greatly due to rapid changes in
product prices and overseas economic conditions in major markets, such as the United States.

4. Other
(1) Transfers in vital subsidiaries during the year (transfers in specific subsidiaries resulting from
changes in the range of consolidation)
Not applicable.

(2) Use of simplified accounting methods
Not applicable.




(3) Changes in accounting methods from the most recent consolidated fiscal year
(Changes in depreciation method for fixed assets
In accordance with revisions in the Corporation Tax Law in 2007 (Law No. 6, March 30,
20007, the law revising portions of the Income Taxation Law, and Ordinance No. 83, March 30,
2007, the ordinance revising portions of the Corporation Taxation Law), fixed assets obtained
aftzr April 1, 2007 will be accounted for according to the revised Corporation Tax Law. The
efficts of these changes on profitability are minor.

(4) Ta:r assessment based on the application of the Taxation Act Concerning Tax Havens

On June 28, 2005, the Company received notice of a supplementary tax assessment from the
Osika Regional Taxation Bureau (the “Bureau”) regarding aggregate taxation on the taxable
income of subsidiaries in Hong Kong for the three fiscal years beginning March 31, 2002 and
encling March 31, 2004. In the Bureau’s assessment, taxable income earned by the Hong Kong
subgidiaries should be added to the Company's taxable income as the subsidiaries in Hong
Koing are deemed not to satisfy the conditions for exclusion from the application of the tax
system for dealing with tax havens.

The additional tax payments, including residence tax and business tax, totaled 16,651
million yen (19,184 million yen including penalties). While these taxes have been accounted for
as “Suspended Payments of Income Taxes” in the period ended March 2007, the Company has
appealed this assessment, filing a request for review with the Bureau’s Tax Tribunal and filing
a lawsuit with the Osaka District Court to have the tax assessment revoked. At present, the
request for review and the lawsuit being pursued simultaneously.

However, this taxation system is applied based upon the situation of the relative foreign
corporations at the end of their fiscal years. For reference only, total taxes, including
corporation tax, residence tax and husiness tax, for the Hong Kong subsidiaries during the
thriee year period from the period ended March 2005, the fiscal year following the fiscal year
uncer review, to the period ended March 2007 are estimated to total approximately 11,100
milion yen when the effects of this taxation system are taken into account. This figure,
hovever, is not being used for accounting purposes due to the reasons outlined above.

(5) Chznges in the closing date for consolidated subsidiaries

It order to have a more accurate understanding of the Funai Group’s resuits, the closing
date for major consolidated subsidiaries (December 31) was changed to match that of the
Furai parent company (March 31) as of the period ending March 2008.

The subsidiaries whose closing dates were changed are as follows.

Funai Electric (Hong Kong) LTD.
Funai Corporation, Inc.
Three other subsidiaries.

In accordance with this change, the earnings statements for those subsidiaries whose
clos:ng dates were changed will cover the 12-month period beginning April 2007 and ending
March 2008. Profits/losses in the 3-month period from January to March 2007 will be
accounted for as paid-in capital gains/losses in the consolidated statement of changes in net
assets.




5. (Summary) Quarterly Consolidated Financial Statements

(1) (Summary) First Quarter Consolidated Balance Sheets

{Units : Million Yen)

Period

Current Year 1Q

Previous Year 1Q

Previous Period

(As of June 30, 2007) (As of June 30, 2006) (As of March 31, 2007)

Hem \ Amount Percent Amount Percent Amount Percent

(Assets) % % %
Current Assets 186,160 65.2 161,803 57.0 178,771 65.5
Cash and Deposits 88,615 65,625 83,598
Frade Motes and Trade Accounts 39,738 43,497 49,024
Inventcries 45,873 42,798 35,045
Others 11,933 9,882 11,103
Fixed Assets 99,155 34.8 122,160 43,0 94,039 34.5
Tangible Fixed Assets 18,066 6.3 19,298 6.8 17,953 6.6
Intangible Fixed Assets 5,852 2.1 6,972 24 6,061 22
Investrr ent and Other Assets 75,235 264 95,889 33.8 70,024 25.7
Total Assets 285315 100.0 283,964 100.0 272,811 100.0

(Liabilities)
Current Liabilities 85,035 2938 78,132 275 74,745 27.4
il)‘;;c;%l]:';ates and Trade Accounts 53,508 33,757 48757
Short-Tzrm Loans Payables 10,962 28,074 9.018
Others 20,564 16,300 16,969
Long-Term Liabilities 11,058 3.9 11,980 4.2 10,703 39
Long-Ti:rm Loans Payables 4,412 5,136 4,593
Others 6,646 6,844 6,110
Total Liabilities 96,093 33.7 90,113 317 85,449 313
(Net Asset Value)

Sharehclders’ Equity 176,720 62.0 186,852 65.8 179,654 65.8
Common Stock 31,280 11.0 31,254 11.0 31,278 114
Additional Paid-In Capital 33,245 11.7 33,219 11.7 33,243 12.2
Retaineil Earnings 136,532 47.8 144,411 309 139,468 51.1
Treasun' Stock - 24,337 -85 - 22,032 -7.8 — 24,336 -89
Net Unrealized Holdings and 12,106 4.2 6,656 2.3 7,326 2.7
Translation Gains ’ ’ ’
Net_Uniealized Holding Gains 5508 1.9 5.797 2.0 4.038 15
on Other Securities ’ ’ ’
Foreign Exchange Translation 6.508 213 859 0.3 3.287 1.2
Adjustment ’ ’
Minority Interests 394 0.1 342 0.2 380 0.2
Total Net Asset Value 189,221 66.3 193,851 68.3 187,361 68.7
{;;m Liabilities and Net Asset 285,315 100.0 283,964 | 100.0 272,811 | 100.0




(2) (Sunumary) First Quarter Consolidated Statements of Income

(Units: Million Yen)

\ Period

[

Current Year 1Q

From April 1, 2007 ]

[

Previous Year 1Q

From April 1, 2006

)

% increase or
decrease from
the same period
of the previous

To June 30, 2007 To June 30, 2006 consolidated
Item fiscal year
Amount Percent Amount Percent Percent
% % %
Net Sales 77,361 100.0 62,643 160.0 235
Cost of'Sales 64,721 83.7 48,997 782 32.1
Selling, General and 11,467 14.8 11,208 17.9 23
Administrative Expenses
Operating Income 1,172 1.5 2,437 39 - 519
Noen-Operating Income 3,687 4.8 991 1.6 271.9
Non-Operating Expenses 380 0.5 639 1.0 - 405
Ordinary Income 4.480 5.8 2,790 4.5 60.6
Extraordinary Income 16 0.0 7 0.0 108.4
Extraordinary Losses 33 0.0 128 0.2 -~ 739
Net Income Before Taxes and 4.463 5.8 2,669 43 67.2
Other Adjustments '
Corporiite Taxes 3,115 4.1 1,380 23 125.6
Minority Interests 5 0.0 11 0.0 - 506
Net Income after Tax 1,342 1.7 1,277 2.0 5.1




(3) (Suramary) First Quarter Consolidated Statements of Cash Flows

(Units: Million Yen)

\ Period Current Year 1Q Previous Year 1Q Previous Period
[ From April 1, 2007 ] I[ From April 1, 2006 J From April 1 2006
To June 30, 2007 To June 30, 2006 [ To March 31 2007 ]
Item Amount Amount Amount
I .Cash Flow from Operating Activities
Current Period Net Income Before Taxes 4,463 2,669 22,752
and Other Adjustments
Depreciation and Amortization 1,887 2,025 8.204
Interest and Dividend Income - 1,383 - 923 — 4,764
Interest Expenses 178 339 1,193
Decrease in Notes and Accounts 1,758 5,906 2472
Receivable
Increas: in Inventories (Increase:-) - 2,106 — 8,169 545
Increase (Decrease) in Accounts Payable 2,392 1,606 14,129
(Decrease:-)
Other — 478 - 1,281 2,359
Subtotal 7,211 2,173 46,893
Interest and Dividend Receipts 1,005 2,243 5,372
Interest Payments - 178 — 340 - 1,202
Corporzte Tax Payments — 2,069 - 1,165 — 4,555
Net Cish Provided by (Used in ) 5,968 2,910 46,507
Operating Activities
Il .Cash Flow from Investing Activities
Payments for Purchase of Tangibles - 1,917 - 1,591 — 5,583
Payments for Purchase of Intangibles - 160 — 158 — 445
Proceed; from Sale of Investments in 30 10,070 10,259
Securitics
Paymen s for Loan Receivable - 140 - 60 — 580
Other 170 — 1i3 - 612
Net Cashi Provided by (Used in) Investing - 2,017 8,145 3,038
Activities
11 .Cash Flow from Financing Activities
Increase in Short-Term Loans Payables - 7218 - 1,375 - 20,895
(Decreas::-)
Payment; for Purchase of Treasury Stock -0 — 818 - 3,122
Cash Dividends - 1,875 - 1,891 — 1,891
Other =179 — 155 -~ 654
Net Cath Provided by (Used in) ~ 9274 ~4.240 ~26,564
Financiny; Activities
IV Effect of Exchange Rate Changes on 3,328 ~ 24 1,750
Cash and Cash Equivalents
V Net Increase (Decrease) in Cash and - 1,994 6,791 24,733
Cash Equivalents (Decrease:—~)
VI.Cash ¢ nd Cash Equivalents at 83,320 58,587 58,587
Beginring of Year
VI Net increase in cash and cash 7284 - -
equivalents due to the change of fiscal ’
year erd in consolidated subsidiaries
VII.Cash end Cash Equivalents at End of 88,610 65,378 83,320
Year




(4) Infoymation by Segment

(Oper: ting Segment Information)

The Funai Group concentrates on the single business segment of manufacture and sales of electric products.

Therefore, we make no distinction between operating segments.

(Geogiaphic Segment Information])

Currer.t First Quarter (April 1, 2007 - June 30, 2007)

(Units: Million Yen)

Japan |N.America| Asia Europe Total  |Elimination | Consolidated
Net Sales 67,611 | 32,733 | 54,164 5390 | 159,899 | (82,537) 77,361
Operating Expenses 66,177 | 336121 53422 5328 | 158,540 | (82,351) 76,189
Operating Income and
Losses(2) 1434 | - 878 741 62 1359 | ( 186) 1,172
Previous First Quarter (April 1, 2006 - June 30, 2006) (Units: Million Yen)

Japan |N. America| Asia Eurcpe Total |Elimination | Consolidated
Net Sales 82,545 | 21,795 | 44,071 5359 | 153,773 | (91,129) 62,643
Operating Expenses 78763 | 22,570 | 43,385 5648 | 150367 | (90,161) 60,205
Operating Income and
Losses(-) 3,782 - 774 686 | — 288 3405 | ( 967) 2,437

(Note) 1. Country and area classifications are determined by geographical proximity.

2. Primary countries and areas falling under classifications other than Japan are as follow:

(.Y North America*» - -

() Asia- - -
{*) Europe = -

* + Germany, Poland

= United States of America

* Hong Kong, Malaysia, Thaitand




(5) Detailed Statement of Net Sales by Equipment Type and Region

{Units: Million Yen)

\ Period

[

Current Year First Quarter

From April 1, 2007
To June 30, 2007 ]

[

Previous Year First Quarter

From April 1, 2006
To June 30, 2006 J

% increase or
decrease from
the same period
of the previous
consolidated
fiscal year

Classif cation Amount Percent Amount Percent Percent
= % % %
et
.g’ Audiovisual Equipment 48,900 63.2 39,947 63.8 224
g.
¢ | Information Equipment 21,228 274 16,299 260 30.2
s .
5 | Cther Equipment 7,232 94 6,397 10.2 13.1
Total 77,361 100.0 62,643 100.0 235
% % %
Japan 9,593 12.4 10,491 16.7 - 86
N. America 51,321 66.3 37,168 59.3 38.1
o
; Europe 12,621 16.3 12,454 19.9 1.3
@ | Export
S Asia 2,167 28 1,659 27 30.7
Other Areas 1,657 22 871 14 90.3
Subtotal 67,768 87.6 52,152 83.3 299
Total 77,361 100.0 62,643 100.0 235

(Note) Main Products by Equipment Type

Equipment

Main Products

Audiovitual Equipment

VCRs, DVD Players, DVD Recorders, Televisions, LCD Televisions,

Projectors

Information Equipment

Printers, Digital Still Cameras

Other Equipment

Receiver-Related Electronic Equipment




(Reference) Change in Operating Results for the Most Recent Quarter

Fiscal Period Ending March 2008 (Consolidated)

Current Year First Current Year Second Current Year Third Current Year Fourth
Quarter Quarter Quarter Quarter
\ April - June 2007 July - Sept 2007 Oct - Dec 2007 Jan - March 2008
Million Yen Millicn Yen Million Yen Million Yen
Net Sales 77,361 - — -
Gross Profit 12,640 - — —
Operating Income 1,172 — - -
Ordinary Income 4,480 — — —
Quarterly Net Income Before 4.463 _ _ _
Taxes an Other Adjustments :
Quarterl s Net Income 1,342 - - -
Yen Yen Yen Yen
Quarterly Eamings per Share 39.38 - — - -
Fully  Diluted Quarterly _ _ _ -
Earnings per Share
Million Yen Million Yen Million Yen Million Yen
Total As:ets 285,315 - - -
Net Assels 189,221 - - -
Yen Yen Yen Yen
Net Assels per Share 5,538.48 - - - -
Fiscal Petiod Ending March 2007 (Consolidated)
\ Current Year First Current Year Second Current Year Third Current Year Fourth
Quarter Quarter Quarter Quarter
\ April - June 2006 July - Sept 2006 Oct - Dec 2006 Jan - March 2007
Million Yen Million Yen Million Yen Million Yen
Net Sales 62,643 100,507 119,918 113,641
Gross Profit 13,646 20,005 23,552 10,962
Operating; Income 2,437 7,928 8,731 1,668
Ordinary Income 2,790 9,511 10,968 3,321
e Ot A sty 2,669 7,494 11,067 1,521
Quarterly Net Income/Loss 1,277 3,72 8,889 — 19,545
Yen Yen Yen Yen
Quarterly Earnings per Share 37.15 166.46 259.80 - 57333
E;‘r’r{;ngsll:ﬂftsfm Quarterly 37.10 166.27 259.71 ~
Million Yen Million Yen Million Yen Million Yen
Total Assits 283,964 298,523 311,308 272,811
Net Assets 193,851 197,303 205,348 187,361
Yen Yen Yen Yen
Net Asset; per Share 5,638.44 5,738.76 6,012.74 5,484.38




FUNAI ELECTRIC CO, LTD.

(Company)

FUNAI ELECTRIC CO., LTD.
INVESTOR / PUBLIC RELATIONS DEPARTMENT
7-7-1 Nakagaito Daito city, Osaka 574-0013, Japan
TEL 81-72-870-4395 - FAX 81-72-874-8027
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